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IN THE SUPREME COURT OF THE STATE OF NEW MEXICO
ﬁANDATE . : NO. 9821

THE STATE OF NEW MEXICO TO ME DISTRICT COURT sitting within
and for the County of Eddy, GREETING:v

WHEREAS, in a certain cause lately pending before you,
numbered 28181 on your Civil Docket, wherein Michael P. Grace,
et ux were Petitioners and 0il Conservation Cormission of New
Mexico was Respondent and Cities Services 0Oil Company, et al were
Intérvenors, by your consideration in that behalf judgment was
entered against said Petitioners;and

WHEQEAS, said cause and judgment were afterwards brought intc
our Supreme Court for review by Petitioners by appéal, whereupon
such pro?eedings were had that on January 31, 1975, an opinion
was handed down and the judgment of said Supreme Court was entered
affirming your judgment afo;esaid, and remanding said cause to youl

NOW, THEREFORE, this cause is hereby remanded to vou for such
furthér proceedings therein as may be proper, if any, consistent
and in conformity with said opinion and said judgment.

NYITTI WITQESS, The Honorable John B. McManus, Jr.,

Ry, Chief Justice of the Supreme Court
NS T of the State of MNew Mexico, and

- “o\",  the seal of said Court this 2lst

N JwoYh day ?f February, 1975.
R -
1 . l‘ T, ‘J' ' , / é.\.‘/g/ / Ace L (. C/.'[{A(.[é

] : » ~ +»: Clerk of the Supreme Court

S N i of the State of New Mexico
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IN THE SUPREME COURT OF THE STATE OF NEW MEXICO

Cases to be Submitted

Monday
May 20, 1974
9:00 A.M.
No. 9886
Home Savings & Loan Association, -+~ .. Franks & ceVesty
Appellant Michael F. Croom
vs.
Esquire Homes, Inc., et al., Appellees Robinson, Stevens & Wainwrighnt
: Paul S. Weinwright
No. 9895
Maurice Malcolm Dillon, Appellant Maurice Melcolm Dillon, Pro Se
vs.
Bruce King, Governor, et al., Appellees David L. Norvell, Attorney General

Jane E. Pendleton, Asst. Atty. Ger

THE CALL OF THE DOCKET FOR THE FOLLOWING CASES WILL BE AT 1:30 O'CLOCK P.M. AND
COUNSEL NEED NOT BE PRESENT UNTIL THAT TIME:

No. 9828
Alice Mayes Ballard, et al., Appellants Burr & Cocley
William J. Cooley
vs'
J. W. Miller, et al., Appellees Walker & Estill
John B. Walker
Hinkle, Bcndurant, Cox & Eaton
Harold L. Hensley, Jr.
No. 9821
Michael P. Grace II, et ux, Appellants Marchiondc & Berry
William C. Marchiondo
vSs.
0il Conservation Commission of New Losee & Carson
Mexico, Appellee William F. Carr, Sp. Asst. Atty Ge
and
Cities Service 0il Company: et al Jason Kellahin

Intervenors
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IN THE SUPREME COURT OF THE STATE OF NEW MEXICO

Cases to be Submitted
Tuesday
May 21, 1974
9:00 A. M.

No. 9897 - Submit on Brief in Chief Only

Gallup Trading Company, Appellee

ggéie Michaels, Appellee

ggé Owen, aka Donald Owen, Appellant Joan K. L. Roberts

Xiéhur W. Rogers, Appellee (No appearance for Appellees)
No. 9926

Richard E. Ransom, Executor, Appellant Schlenker, Parker, Payne &

Wellborn
Charles I. Wellborn
vs.
La Verne'M. Little, Appellee John P. Dwyer

Virgil L. Brown

THE CALL OF THE DOCKET FOR THE FOLLOWING CASES WILL BE AT 1:30 O'CLOCK P.M.
AND COUNSEL NEED NOT BE PRESENT UNTIL THAT TIME:

9914
Philip Richardson and Helen B. Bill G. Payne
Richardson, Appellees
vs.
Cleo Hendricks Duggar, Appellant William C. Schauer
No. 9870

Franklin Levacy, et ux, Appellees

vs.

First Nat'l Bank of Belen, Appellant Mayo T. Boucher
and

Whynama Tucker Luce, Appellee Jay Morgan



S eme Qourt of the State of New M o

Santa Fe, New Mexico. ... Apr1122 , 1974
Dear Sir:
Cause No._.._____. 982:1 ,,,,,,,,,,,,,,,,,,
Michﬁg}m?/z Grace, et ux v. 0il Conservation Comm.

has been placed on the calendar for submission to the Court upon

1 t
e b on. Monday  May 20 19 74
= =906 o'dockam 1:30 o'clock P.M.

Please return to me promptly copy of transcript of the record in this cese, if

you have one.

ROSE MARIE ALDERETE,
Clerk of Supreme Court.



To: _Mr. William F. "arr, Attorney o A.J. LOSEE

0il Conservation Commission LOSEEE & CARSON LAW OFFICES

' P. O. DRAWER 239

ARTESIA, NEW MEXICO 88210
TELEPHONE (50%5) 746-3508

Santa Fe, New Mexico 87501

DATE
SUBJECT Grace v 0CC, Sup. Ct. No. 9821 4/23/74

The Michael P. Grace vs. 0il Conservation Commission argument
has been re-set before the Supreme Court for May 20, 1974, at
1:30 P.M. I hope that Pete can make arrangements to be present
for the argument.

Jerry

AJL:jw



£ eme Qourt of the State of Netw Me 1

Santa Fe, New Mexico March 18 g 74
Dear Sir:
Cause No.. .2 821
_Michael P. Grace Wil Conservation Comm.

has been placed on the calendar for submission to the Court upon

OBt Y on . Tuesday, April 16 19 74

=596 o'elock-ammm = 1:30 o'clock P.M.

Please return to me promptly copy of transcript of the record in tais case, if
vou have one.

ROSE MARIE ALDERETE,
Clerk of Supreme Court.



IN THE SUPREME COURT OF THE STATE OF NEW MEXICO

MICHAEL P. GRACE II and
CORINNE GRACE,

Petitioners-Appellants,

vs.

OIL CONSERVATION COMMISSION NO. 9821
OF NEW MEXICO,

Respondent-Appellee,
and
CITIES SERVICE OIL COMPANY
and the CITY OF CARLSBAD,

Intervenors.

CERTIFICATE OF SERVICE

This will certify that on this date I served a true

copy of Reply Brief

by mailing such copy to:

A, J. Losee, Esquire
Attorney at Law

P. 0. Box 239

Artesia, New Mexico 88220

Jason W, Kellahin, Esquire
Attorney at Law

500 Don Gaspar, P. O. Box 1769
Santa Fe, N. M. 87501

v William F. Carr, Esquire
Special Asst. Atty Gen.
P, O. Box 2088
Santa Fe, N. M, 87501

by first class mail with postage thereon fully prepaid.

Dated at Santa Fe, New Mexico, this lgthday'of
March : , 197 ﬂ

ROSE MARIE ALDERETE
Clerk of the Supreme Court
of the State of New Mexico

éy: Céi{;*_ 4?;7 é;ZZLAk‘

Leputy Clerk
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IN THE SUPREME COURT OF THE STATE OF NEW MEXICO

MICHAEL P. GRACE II and
CORINNE GRACE,
Petitioners-Appellants,

vs.

OIL CONSERVATION COMMISSION No. 9821
OF NEW MEXICO,

Respondent-Appellee,
and

CITIES SERVICE OIL COMPANY AND
CITY OF CARLSBAD, NEW MEXICO,

Intervenors.

APPELLANTS' REPLY BRIEF

OBJECTIONS TO ANSWER BRIEF

In a brief filed jointly by‘the appellee and the inter-
venor Cities Service 0il Company in this matter, the initial at-
tempt has been to gloss over the only two definitive decisions
in this jurisdiction by responding in their first paragraph that

Continental 0Oil Co. v. 0il Conservation Comm., 70 N.M. 310, 373

P.2d 869 (1962), and El Paso Nat. Gas Co. vs. 0il Conservation

Comm., 76 N.M. 268, 414 P.2d 496 (1966), were concerned with
changing an existing prorationing formula in those cases, whereas
we are here discussing establishment of a formula in a relatively
new pool -- a distinction without a difference; thence referring
only once again (Answer Brief, pp. 14-15) to either decision, and
then only to note the obvious: the apparent "practicabilify" in
those cases of determining recoverable gas in the pool and

under the individual tracts, because the Commission had indeed

done so in El Paso and was ordered to do so in Ccntinental.



The Answer Brief has otherwise left appellants befuddled
in several areas, as well.

Appellants would first like to set out those factual
assertions made in appellee's and intervenor's brief which, in-
consistent with Supreme Court Rule 15(6), cannot be correlated
with the record, before we proceed to a further response to
that Answer Brief:

1. At page 3 of the Answer Brief, they refer to Transcript
121 and 185 as supporting a statement that ﬁsubstantially all of
the prorated gas pools in southweastern New Mexico are prorated
on a straight acréage formula." Nothing appears at Transcript
121 regarding the number of pools prorated on an acreage formula
as related to the number of gas pools in southeastérn New Mexico,
and at Transcriét 185 the witness discussed two pools out of the
fifteen he had analyzéd (Tr. 184) as being prorated on a straight
acreage basis. Certainly those pages of the reccrd will not sub-
stantiate a claim that "substantially all" of an unknown total
are so prorated.

2. At the same page 3 of the Answer Brief, pages 166 and
167 oflthe Transcript are cited to support a statement that
drilling the Morrow would destroy the capability of producing
commercial oil and gas. At pages 166 and 167 of neither the
record before the 0il Conservation Commission nor the Transcript
of the ;ecord now before the Couft is there any mention whatever
regarding drilling, or its effect.

3. At page 4 of the Answer Brief, it is said that the de-
liverability of a well is affected by the "method in which the

well is stimulated or treated for completion (Tr. 178)." At



Transcript 178 the witness does discuss stimulation of wells,
but nowhere discusses methods of stimulation, or the effect of
different methods.

4. All of the factual assertions in the first two sen-
tences of the final paragraph on page 4 of the Answer.Brief
are unsupported by transcript reference.

5. At page 6, appellee and intervenor cite Transcript 75
as establishing that "“there is no one well producing from a zone
wholly isolated from every other producing well in the field."
The witness relied on for that assertion immediately continues:
"I feel this shows there are some isolated pay zones in the
field, in the Carlsbad Morrow Field, but if you will look at the
Cities Service Wells, the Merland A and the Merlend B and if you
will look at the Texas Oil and Gas Pan American Number 1, you can
see where it appears there is an isolated zone that is perforated

in that well only and does not extend to the other wells, appar-

ently." (Tr. 75-76) Moreover, when the same witness was asked
on cross-examination whether it was his testimony "that while
there are separate zones, paiticularly in the Morrow,none of
these zones constitute a separate, common source of supply," he
answered: "I didn't check the figures available on the Morrow
formation in that manner." (Tr. 86)

6. At page 8, Transcript 125 is referred to as estab-
lishing that geclogy was used to determine pool limits. The
testimony at Transcript 125 refers to geoclogical information ap-
plied to the Strawn Pool; and that witness confirmed, at Tran-
script 126 and 127, that the Commission's order was entered be-

fore any geological data was available from the wells in question



- for the simple reason that the wells had not been drilled and
completed at the time the order was entered.

7. At page 13, the Answer Brief refers to Transcript 55
to support an assertion that appellants filed an appeal and dis-
missed the same thereafter. Transcript 55 is the secénd page
of intervenor's Response to Petition for Review in the trial
court, and there is nothing in that pleading to substantiate
the statement of fact made in the Answer Brief. Nor do appel-
lants find a reference to that assérted fact anywhere else in the
Transcript.

8. At page 15, the Transcript at page 166 is shown as
support for a statement that the Morrow Formation is a non-
homogeneous reservoir. Appellants cannot find ary  evidence to
that effect at the Transcript reference.

9. At page 21, the Transcript references in tﬁe last
paragraph on that page are utterly misleading. 2ppellants have
scanned the pages as numbered in the Transcript, as well as
those as numbered at the 0il Conservation Commission hearing, in
an effort to substantiate the Transcript references for the
statements made regarding waste and correlative riéhts,vand,
with the exception of the references to Transcript 183, 188 and
189 (where, indeed, the witness does assert that straight acreagé
is a reasonable basis for proration if you "reject" all other
criteria), none of the remaining twelve pages reierenced in any
way support any of the statements made in that paragraph.

10. Ag;in, at page 24 of the Answer Brief, Transcript 124-
125 is cited to support a statement that geological information

was utilized by the Commission. As we have pointed out in Item 6
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- above, this testimony referred to the Strawn Pool, not to the
"pool" under consideration.

11. At page 25, no Transcript references are given for
the assertion of fact made in the only full paragraph on that
page, and the Commission findings cited to support thé last
two sentences of that paragraph recite facts diametrically
opposed to what the appellee and intervenor cite them for.

12. At page 29, the second sentence, stating as a fact
that the pool had been establishedrthree years earlier, is not
supported by a Transcript reference; the last full sentence on
the pagé refers to testimony regarding communication at the
well bore, at Transcript 92. Such testimony is ron-existent
either at Transcript 92 or page 92 of the Commission hearing
record.

Appellants would suggest that whether there waé an at-
tempt to mislead the Court by the transcript references given,
or the failure to cite the transcript at other pages of the
Answer Brief, or whether the citations to the transcript were
merely carelessly made, there has not been a careful compliance
with the terms of Rule 15(6) of the Rules of this Courf
[§21-2-1(15) (6), N.M.Stat.Ann. (1953)], and the iAnswer Brief
is subject to dismissal for the deficiencies weAhaQe noted

above.



ANSWER TO POINT ONE

THE ORDER OF THE OIL CONSERVATION TZOMMISSION
WAS ARBITRARY, UNREASONABLE, UNLAWEUL AND
CAPRICIOUS, AND SHOULD HAVE BIZiN ST ASIDE
BY THE TRIAL COURT.
Appellee and intervenor have, in their brief, recognized
the criteria set forth in the statute and by the Supreme Court
to be applied in determining correlative rights. The reason

for the requirement that such rights first be fixed is made

clear by §65-3-13, N.M.Stat.Ann. (1953), and Continental 0il Co.

v. 0il Cons. Comm., supra, at 319, because allocation of allowables

(defined in subsection (a) of the statute as "prcrat(ion) or
distribut[ion of] the allowable production among the producers
in the field or pool") cannot be made unless made "upon a rea-
sonable basis and recognizing correlative rights," §65-3-13(a)
and (c).

As we noted in our Brief-in-Chief, "[i]ln order to pro-

tect correlative rights, it is incumbent upon the Commission

to determine, 'so far as it is practical to do so,' certain

foundationary matters, without which the correlative rights of

the various owners cannot be ascertained." (Coni:inental 0il Co.

v. 0il Cons. Comm., supra.

Thus, the critical issue before this Cour—: is the single
question: Was it practical for the Commission to determine
those certain founda;ionary matters?

Appellee and intervenor do not deny that the "basic con-

clusion of facts" (Continental, supra, at 319)

(1) amount of recoverable gas under each producer's

tract;



(2) total amount of recoverable gas in the pool;

(3) the proportion that (1) bears to (2);

(4) what portion of (3) can be recovered without

waste,
were not ascertained by the Commission before the order of pro-
ration was entered here, asserting, however, that "recoverable
‘reserves could not be practically determined by effective feet
of pay, porosity, water saturation énd deliverability obtained
at the well bore." (Answer Brief, p. 4)

Section 65-3-13(c) provides that the "equitable con-
siderations" which the Commission is to examine are: acreage,
pressure, open flow, porosity, permeability, deliverability,
quality of the gas, "and such other pertinent factors as may
from time to time exist...."

The Commission found that "the effective feet of pay,

porosity of the pay, and water saturation of the pay underlying

each developed tract cannot be practically determnined from the

data obtained at the wellbore." (Finding 72, Tr. 11)

It found further that the "amount of recoverable gas
under each producer's tract cannot be practically determined...

by a formula which considers effective feet of pay, porosity

and water saturation." (Finding 74, Tr. 11)

Finally, it also found that “the amount of recoverable
gas under each producer's tract cannot be determined...by a

formula which considers only the deliverability of a well."

(Finding 75, Tr. 11)
Perhaps Finding 72 is the key finding, since it refers,

apparently, to extrapolations that cannot be made from "data



obtained at the wellbore." The only inference to be drawn,

of course, is that effective feet of pay, porositv and water
saturation thus were not determined. Ard because they were

not determined, recoverable reserves could not be determined
(Finding 74, Tr. 11).

Additionally, Finding 75 seems to indicate that the
Commission had déta concerning deliverability, but that factor
alone was insufficient to determine each producer's reserve.

But what effect did the Commission give to any of the
factors enumerated in the statute, other than acreage? The
only otﬁer element mentioned by the Commission's findings --
deliverability -- was considered inadequate as a basis for
prorating (Finding 75). Yet "acreage" -- aléne --.a sole item --
became the proration "formﬁla.“ What of pressure? of open
flow? of porosity? of permeability? of gas qualityé The
Findings do not so much as mention any consideration given to
these criteria for determining correlative rights.

Williams & Meyers, Oil and Gas Law, Manua. of Terms 92,

describes "coring" as follows:

"A core bit is attached to the end of the drill

pipe; this tool then cuts a column of rock from

the formation being penetrated; the core is then
removed and tested for evidences of o0il or gas,

and its characteristics (porosity, permeability,
etc.) are determined. Coring tools permit the taking
of full-core holes (i.e., a large diameter core),
small-diameter cores, and side-wall cores. Many
wells are now cored all the way through potentially
productive formations."”

The same source, at 79, defines a "core test" as "[olne of the
methods of subsurface geology. Core samples are taken just
below the top soil to determine the nature of the formations

and, so far as possible, their structure...."



At 1 Williams & Meyers, 0il and Gas Law 9, §103, a

further explanation is made:

"We have noticed already that during the drilling
it is customary to take cores -- samples oI the
strata which the bit passes through -- and
electrical logs. Another standard procedure is
the drill stem test, which is run wheneve: the
well reaches potential oil or gas bearing forma-
tions. A special tool is lowered in the hole

and placed next to its wall; the drilling mud is
removed from the vicinity; and the fluids of the
formation are allowed to flow into the tool, while
an instrument measures the pressure. If no petro-
leum flows from the formation, the well will be
drilled to the next potential producing stratum
for a similar test, or it will be abandoned as a
dry hole and plugged to prevent harm to shallow
fresh water formations. If the test shows the
presence of petroleum but deeper production is
also anticipated, the higher formation may be
sealed off and drilling continued. With discovery
of more petroleum in the lower formation, the well
can be put into production by dual complez:ion,
which permits it to produce from two formations at
once."

And, concerning "permeability," "porosity," "pressure,"

and "open flow," these authors, in their Manual of 0il & Gas

Terms, give these definitions:

Permeability: "A measure of the resistance offered
by rock to the movement of fluids thiough it."

Porosity: "The relative volume of the pore spaces
between mineral grains as compared to the total
rock volume. Thus, porosity measures the
capacity of the rock to hold oil, gas, and
water. The usual range of porosities is from
15 to 20 per cent, but they may be as high as
43 per cent or higher in highly fractured and
cavernous limestones."

Shut-in Pressure: "The pressure at the casinghead
or well-head when all valves are closed and no
0il or gas has been allowed to escapz for a
period of time, usually more than 24 and less.
than 72 hours."

Bottom hole pressure: "The reservoir or rock pres-
sure at the bottom of the hole, whetier measured
under flowing conditions or not. If measured
under flowing conditions, pressure rzadings are
usually taken at different rates of flow in order
to compute a theoretical value for maximum pro-
ductivitv. "



Reservoir pressure: "The pressure at the face
of the productive formation when the well
is shut in. It is equal to the shut-in
pressure plus the weight, in pounds rer square
inch, of the column of cil and gas in the
well."”

Open flow: "The production of o0il or gas by virtue

of reservoir energy without artifical restric-
tion on the rate of flow."

Bearing in mind these definitions and the questions
unanswered concerning all of the factors which bear upon cor-
relative rights -- the only true gauge upon whick prorationing
may be ordered -- and the obvious means for obtaining those
answers, we urge the Court's attention to the disclosures of
the Transcript:

(1) The available data on porosity:

Tr. 80, Mr. Stamets:

"The porosities [of the Morrow Sands] are very
wide between wells in the same zones...."

Tr. 90, Mr. Stamets:

"[On the factors to be used in determining]
water saturation...there was a difference of
opinion on what matrix velocity should be used
and at comparing [data sent me by different
companies] with my data I worked out... '
hurriedly...I found a difference in the porosity
of the calculated water saturation...which would
be factors in determining reserves.

(2) The available data on permeability;

Tr. 99-100, Mr. Stamets:

"Well, I would like to tell you about: the cores

that I looked at and the samples I have seen,

but I have not seen any. There are no cores and

we did not get samples, however, in some of the
sample descriptions which I have looked at there are
sands reported and the sands are interbedded with
shales and there are some limestones in the Morrow...
Normally fairly thick shale would be sufficient to
prevent vertical migration, if vertical fracturing
is insistent there can be communication even though
you normally don't see it...In the absence of any

-10-



concrete evidence that there are fractures then
you would have to say that the zones are isolated;
conversely, in the absence of any definite evi-
dence that there are not fractures ycu can't say
there aren't any. And [wvz] have no evidence that
there are fractures in thiiese zones.'

"Cities Service just arbitrarily broke down the
Morrow into four zones for correlation purposes."”

“[Ilt is difficult, probably impossible, to trace
any number of thin sand members in the Morrow for
any great distance at all...I don't think you can
determine exactly [that all of the wells in the
Morrow formation are producing from the same
reservoir or source of supply]l.”

"T don't think [the fact that there is communica-
tion or lack of communication betweer. wells] has
been established [in this particular pool].

Tr. 160, Mr. Taylor:
Tr, 171, Mr. Taylor

Tr. 274, Mr. Raney:

Tr.

298-299; 301-302, Mr. Steinholz:

"It is interesting to note that this particular
well is in the lower nonproductive section of
the Morrow and the bottom hole pressure is 4,854
pounds which indicates the Morrow, at. least by
bottom hole pressure data, does not particularly
show any communication between wells.

"For example, the Pennzoil-Gulf Federal Number 1
had a shut-in bottom hole pressure ait: two inter-
vals of 4,827 and 4,809 two years later than the
Mobil Federal Number 1 which had been producing
for some time prior to that completion.

"So, it would indicate from bottom hole pressure
data that there is not very much communication
between wells at this time....[Grace Exhibit
Number 3] shows the fact that the Humble Grace
Humble Number 1 and the Granada apparently must
be in a different source of supply bacause the
pressures are considerably different....The shut-
in well head pressure on the log data also indi-
cates that these are not completed in the same
section as the other wells.

“"Again, going back to the Humble Grace Number 1,

when you get back there to the general Morrow, if
you want to call it that, we do get bottom hole

-]]-—-



pressure which is similar to the other bottom
hole pressure in the other wells completed in
the Morrow....[Assuming that the purpose of
prorationing is to prevent waste and protect
correlative rights], [iln my opinicn, I don't
think there is erough evidence to chci suffi-
‘cient communication and intericrence between
wells to justify proration.

%k %k %

"Q0. How would you account for the difference

: in pressures between the Pennzoil and the
Mobil Federal Number 1 when the virgin
pressures were 4870 for the Grace Humble
Number 1 and 4486 for the Pennzoil Well
for approximately the same zone? ’

A. They are not the same zone in my opinion.

Q. Where is the same zone in the hole?

A. The same zone in that particular hole you
are talking about, the Grace Well Number 1?

Q. Yes.

A. The same zone in that particular hole was
completely dense and was not tested.

Q. So you're testing different zones when you
compare the two zones?

A. I am saying they are not the same zone,
therefore they are not connected."

Tr. 308-09; 310-11, Mr. Decker:

"Q. Directing your attention to Grace Exhibit
Number 4, will you explain what that is and
what it shows? "

A. It shows the structural features over the
main portion of the [Morrow] field with a
low on the west side and then my interpreta-
tion shows a dip or a rising to the west
which I consider to be an origir.al dip and
separation down the west side of the main
structure....

*k k%

Q. And do you have an opinion as to whether
there is communication between the wells on
each side of this dip as you call it, in
this formation?

A. I think there is very poor communication
throughout the Morrow with the thin sand .
and it is poorly connected.

There is one main sand shown on my cross

section which I think is correlative and
probably produces throughout the main part

-12-



of the field, however all the other sands
seem to show poor communication, they are
thinner sands in the main field and there
is no communication to the west across the
low areas.

*k k%

«+.[Tlhe cross-section] also shows a thick
sand in the Humble Grace separated by twenty
feet of shale which should be adegquate to
prevent vertical migration eastward to the
Number 1 Gulf Federal.

The upper'hasn't continued across and I feel
the sand perhaps continues throughout the
whole area.

However, at this time in the Humble Grace
Well, the lower sand is not present in the
Number 1 Gulf Federal to the east.

This lower sand is present only in the Grace
Number 1. Therefore, these two wells are
definitely different pays than the rest of
the field.

Q. Does the Exhibit show anything else with
respect to these wells and their character-
istics?

A. The primary point of the cross section is
the fact that this does -- the pay does not
extend eastward, also it does not extend
southward."

Tr. 278-79; 293-94, Mr. Miller:

"Q. Is there any evidence available that you
know of from which we can determine whether
there is drainage between wells in the
Morrow formation as developed in this field?

A. Up to the present time I think we have not
used any method that would definitely show
that.

Q. What sort of test would be necessary in order
to do that in your opinion?

A. Well, I'm not qualified here as a professional
engineer, although I do have a registration
and I am a member of that society, but I would
make the suggestion that if we wanted to be
positive about it perhaps a group of wells,
maybe four or five wells could be shut in and
one well that is centrally lcocated -- let
those wells be shut in and have them sta-
bilize themselves and then run a bomb pressure
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test in the test well and then open the other
wells and record in the well which the bomb
was placed whether there is a pressure trap.
That's a way we can establish, I think, to a
reasonable degree whether there is communica-
tion between the wells immcediately around the
test wells.

Q. You are talking about bottom hole pressure?

A. Yes, sir.

Q. And as I understand your testimony you have no
knowledge of any horizontal communication in
the pool; is that correct?...

kk k%

Q. Of one well to the next?

A. I don't think we have any evidence to prove it yet.

Q. Do you know of any evidence at all to indicate
horizontal communication?

A. No, I don't believe I have positive evidence to
give you a correct answer on that.

Q. These wells are completed in different zones
throughout the pool, they are nct all completed
necessarily in the same zone, are they?

A. No, I believe there is a certair. amount of over-
lap on these wells.

Q. With that situation would the pressure test you
recommended for determining communication be
effective?

A. Well, I'll answer you this way: If it doesn't
show geology it certainly shows their separation.

Q. Vertically or horizontally you wouldn't know
though, would you?

A. That's a question for speculation.

Q. Well, the whole gquestion of commnunication at this
stage is a question for speculation; isn't it?

A. You are very right." "

(3) The available data on quality of the gas

"Tr. 80, Mr. Stamets:

"...[Wlater saturation varies [between the wells]
from twenty percent to eighty percent."

" Tr. 271, Mr. Raney:

"...I do know the reservoir quality under the Humble-
Grace is much greater than the surrounding wells."

(4) The available data on pressure

Tr. 85, Mr. Stamets:

"I didn't give the pressures anything but a passing
consideration."

Tr. 110-11, Mr. Utz:

"You will note there is a substantial variance in
shut-in pressures. The bottom hole pressure simply
means that it is substantially higher than the well
head pressure as to how much higher I am unable to
state because that depends on how much liquids are

in the well bore....
k%%
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I think I will explain a little bit about why I
think these pressures vary. It has been testified
here, and I am sure it is true from the information
available to the 0il Commission, that there is a
varying amount of liquid being produced in these
wells, both in hydrocarbons and water. Many of
these lower tests could be substantially affected
by liquids in the oil bore which, I am sure, is

no surprise to any of you here. But since this is
the only information I have available as far as
shut-in pressure, I regarded this information for
the purpose of information more than anything else.”

Tr, 126, Mr. Utz:

"I don't believe we have bottom hole pressures. In
most instances most of. the pressures are reported
to us as surface pressure....[Blottcm hole pressure
[is] a significant factor in determining whether
there is communication between wells...But there is
no such information from [our] records concerning
bottom hole pressure of these variots wells and no
such tests were made, to [my] knowledge."

Tr. 301-02; 303; 305, Mr. Steinholz:

"Q. How would you account for the difference in
pressures between the Pennzoil and the Mobil
Federal Number 1 when the virgin pressures were
4870 for the Grace Humble Number 1 and 4486
for the Pennzoil Well for approximately the
same zone?

A. They are not the same zone in ny opinion.

Q. Where is the same zone in the hole?

A. The same zone in that particular hole you are
talking about, the Grace Well Number 17?

Q. Yes,

A. The same zone in that particular hole was com-
pletely dense and was not tested.

Q. So you're testing different zones when you
compare the two zones?

A. I am saying they are not the same zone, there-
fore they are not connected.

*kkk .

A. ...[TJhose two pressures [in the Humble-Grace
Number 1] certainly indicate they are not re-
lated to the other wells in the field.

kkkdk ‘

A. In my opinion, you would need more bottom hole
pressure data and production data before you
could determine the equitable distribution of
allowables.”

Tr. 312, Mr. Decker:

"Q. Do you feel we have enough information avail-
able to determine if this field should be pro-
rated at the present time -- production should
be prorated?

A. No, sir.

Q. Why is that?

A. I think we need more pressure data, very few
wells in the field have actually produced
for very long and we don't even have the

g N g



lateral extent of the Morrow field; we just
don't have any information.

Q. And you have been here during the prior hear-
ing and heard the testimonv concerning the
various formulas that have been roposed here
for proration?

A. Yes, sir.

Q. Do you feel any of these, if adopted, and the
field is prorated, would assure reasonably
that the various operators would be able to
recover their fair share of the reserves under
their respective prorationing units?

A. Well, I'm not a reservoir engineer, but it
doesn't seem, with the information we have
available, that we can do that, no."

(5) The available data on deliverability:

Tr. 107-08, 109, Mr. Utz (OCC Engineer):

"The next column is the deliverability. To explain
it a little, this was taken from the characteristic
slope of the absolute overflow test. Those of you
who are familiar with this type of flow, four points
are plotted on the log and the slope is established.
If these tests are accurate tests they indicate the
characteristics of the well and the producibility.
Therefore, you can take various pieces and plug
them into a IGcrmula, I didn't plug these 1nto a
formula, I read these from a graph and read the de-
Tiverability at 850 pounds off of the log slope of
each test...."

Tr. 122-23, Mr. Utz:

"Q. You didn't use deliverability of the wells
any way in arriving at what the.r rateable
share would be?

A. Only the acreage."

Tr. 167, Mr. Taylor:

"Q. ...[Y]lou cannot predict from location to loca-
tion what part of the Morrow formation will
be productive nor how thick the productive
interval will be until you drill it and per-
forate it; is that correct?

A, In essence, that is correct.

Q. Would it follow that if you do not have per-
forated intervals, that you cannot predict the
productivity until there is perforation?:

A. Yes, sir."

P [~



Tr.

174;

175-77, Mr. Motter:

"Ao

*k k%

...I confined my review to open flows, or...
deliverability.

Before making the comparison I would like

to direct your attention to the Corrine-
Grace...and the Humble-Grace, which are both
located in Section 2, 23 South, 26 East.

The Corinne-Grace Guadanaco was perforated at
11,656 to 11,686 and the Humble-Grace was per-
forated to 11,168 to 11,190. Again, I consider
these wells are probably in the sand body in
the Morrow zone.

The Guadanaco had a calculated cpen flow of
7,543 MCF and the Grace-~Humble had a calcu-~
lated open flow of 33,239 MCF,

Would this wide disparity in deliverability
between the two wells, in each case approxi-
mately 1,300 feet apart, in your opinion is

it reasonable to believe that the deliverability
is indicative of the recoverable reserves under-
lying the particular 320 acre tract?

Not necessarily. In this particular case the
open flow is nearly four-fold times the other,
but we do have second flows and there are cer-
tain problems in the Morrow sand which I plan
to get into in the next Exhibit....

kk k% .

I will now go on down to the Citiies Service
Merlin Number 1 which on October 1, 1971, we
completed and the open flow was 2,066 MCF.

On Januvary 6th the open flow was 7,600 MCF

and on January 29th, immediately following the
connection with the Transmission Company on
January 29th, we ran another open flow and ob-
tained a test of 3,049 MCF.

The Texas 0il and Gas Pan American State on com-
pletion in October of 1970, had an open flow of
1,973 MCF and following connect:ion with the Trans-
mission Company the open flow was indicated at

502 MCF.

I think that points out some changes that can
occur in the open flow or deliverability."

kkk*%

"T rejected it [deliverability] as a measure [of
recoverable reserves]." (Tr. 186)
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Nevertheless, and despite what appears to be an abun-
dance of evidence, or the availability of it, just what was
done by the 0il Commission, the intervenor, and their experts?

Mr. Motter, Cities Services' regional engineer, “"dis-
regarded many of these factors" and "confined" himself to de-
liverability (Tr. 174). But he thereupén "rejected" delivera-
bility as an element in the measure of reserves (Tr. 186).

Mr. Stamets, the Commission's Technical Support Chief,
didn't give pressures anything but "passing consideration"
(Tr. 95).

Mr. Utz, engineer for the Commission, regarded shut-in
pressure for the purpose of "information more than anything
else" (Tr. 111).

Stamets agreed that the 0il Commission could not "afford
the owner of each property in the pool the opportunity to pro-
duce a just and equitable share of the oil or gas, or both, in
the pool...because of the lack of cores and with all of the
problems that exist in this reservoir" (Tr. 87-8&). That obliga-
tion, however, is exactly what the Commission is charged with
under the statute; and if the Commission could not do so, by
what right was any order entered?

By what authority may the Commission and its experts
disregard factors, reject elements the statute requires to be
considered, give "passing" rather than "equitable" considera-
tion to other matters upon which its duty is fourded?

Obviously it was not "impractical" to obtzin the data
nécessary! It was merely inconvenient or laboriouvs to gather

and correlate all of the information that could Lave been
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collected, or even to correlate that which it had on hand. As
Mr. Williams, the Morris-Antweil engineer said, "The reserves
can be determined and that isn't an impossible task from the
data available, and the reserves can be determined." (Tr. 225)

Appellee and intervenor admit as much. In writing about
the El1 Paso decision, they said: "...[Tlhe Commission did deter-
mine recoverable gds under the tracts...so it was not impractical
to do so." Then, at page 20 of their Brief they noted, with
respect to this case: "Obviously, it is possible to determine
the reserves because Witness Raney did it for three wells."
Thus, using appellee's and intervenor's own argument, we can as
cogently insist: "Raney did determine recoverable gas under the
tracts...so it was not impfactical [for the Commission] to do so."
We urge that simply because it was "tricky" (Tr. 87) or "difficult"
fxr. 86) to calculate reserves, the Commission nevertheless was
obliged to make that attempt. ©Not a single word in the trans-
cript discloses the slightest effort on the part of the Oil Com-
mission to do so! |

If the data at the well bore was indeed insufficient, why
were the bores not perforated at intervals that would have pro-
duced some of the required information (Tr. 167). or why was no
correlation of the known intervals attempted (Tr. 89)? Why were
core tests not made (Tr.70, 88, 96, 99)? Why did the Commission
not have bottom hole pressure readings (Tr. 126)? Why did the
Commission refuse tovconsider shut-in pressures of the various
wells (Tr.95)? Why were the logs not available on every well

(Tr. 88)? Why was no effort made to obtain any other data?
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In other words, appellant would ask this Court to inquire:
What justification is it for failure to find recoverable reserves
to say that the data obtained at the well bore is insufficient
for the Commission to determine

(a) the effective feet of pay;

(b) the porosity of the pay; and

(c) the water saturation of the pay
underlying each developed tract? The statute does not suggest
that upon these three factors recoverable reserves should be de-
termined. The statute does not refer to any of these deter-
minations other than porosity. ©Nor does the statute suggest
that these three factors -- or any of the considerations re-
ferred to in the statute ~-- are to be determined solely from
whatever the unidentified data may have been which was obtained
from the hole made by the well -- the "well bore."

Only "porosity" is mentioned in §65-3-13(c¢); "saturation"
could refer to porosity, or quality of the gas or oil, or the
proportion of hydrocarbons and/or connate water :n the pore space.
But, from the findings.made by the Commission, no one will ever
know just Qhat was meant -- and no one will ever know why the
Commission simply quit on the job the legislature directed it
to perform, and failed to delve into any of the matters which
could have been helpful in determining reserves. |

We urge the Court's attention to that language of

Continental 0il Co., supra, which we believe conclusively con-

trols the view that must be taken of this case at this point.

There, the Court said:



"The commission has jurisdiction over mattars re-
lated to the conservation of o0il and gas in New
Mexico, but the basis of its powers is founded on
the duty to prevent waste and to protect correla-
tive rights [cite omitted]. Actually, the pre-
vention of waste is the paramount power, inasmuch
as this term is an integral part of the definition
of correlative rights.

"e+..That the extent of the correlative rights
must first be determined before the commission
can act to protect them is manifest.

".e..The commission made no finding as to the
amounts of recoverable gas in the pool, or under
the various tracts; it made no finding as to the
amount of gas that could be practicably obtained
without waste; it made no finding concerning drain-
age; it made no finding that correlative rights
were not being protected under the old formula,

or at least that they would be better protected un-
der the new formula. There is no indication that
the commission attempted to do any of these things,
even to the extent of 'insofar as is practicable.'

"....The commission made no finding, even 'insofar
as can be practically determined,' as to the amounts
of recoverable gas in the pool or under the tracts.
How, then, can the commission protect correlative
rights in the absence of such a finding?" [Italics

by the Court] (70 N.M. at 318-319)

In the instant matter, the Commission did make a find-
ing that drainage was occurring between tracts; that the cor-
relative rights of some producers were being violated; and
that waste was occurring in the subject pool (Firdings 64, 65,

66 - Tr. 10). But, according to Continental 0il Company, supra,

those are not the significant findings, and, unless the Com-
mission knows what the recoverable reserves are in the pool and
under each tract, how can it possibly support such arbitrary
Findings -- or Conclusions =-- that correlative rights are being
violated? The Commission must have more upon which to base its
"Findings" than on the bare assertion that "this is so because

we say it is so."
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It would have been as logical for the Commission to have
"found" that an acreage formula denied any one of the owners
the opportunity to produce his fair share of his own totally
isolated zone. The evidence is more susceptible of finding a
denial of correlative rights than it is of protection of them.
And in this respect, as we have seen more and morz2 often re-
cently, such an abuse of individual rights is the usual result

of official arbitrary and capricious conduct.

CONCLUSION

The Commission prorated a "pool" in southeastern New
Mexico without going through any of the tasks assigned to it
by statute for doing so. Fulfillment of those okligations pre-
sented a challenging difficulty to the Commission -- so the
Commission simply abandoned the effort and succurbed to the
weaknesses of officialdom: it created by edict, and not by
reason, a control having the facade of expertise. But stripped

of its copia verborum, the Commission's order stands naked of

any "basic facts" necessary to support a proration order, and
bare of any reasons for the Commission's indolence in attempting
to reach those basic facts. The order is not supported by the
record.

Such agency conduct is arbitrary, capricious, unreasonable
and, therefore, unlawful. Appellants request this Court to
reverse the rulings of the triai court and the Commission.

Respectfully submitted,
MARCHIONDO & BERRY, P.A.
Attorneys for Appellants

P. O. Box 568
Albuquerque, New Mexico 87103

L
il .
1

By RS S
Mary C. Walters
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JOHNSON & OTTO, P.C.
Fifth Floor Luhrs Tower
Phoenix, Arizona 85003

Telephone: (602) 252-7461

IN THE SUPREME COURT OF THE
STATE OF NEW MEXICO

MICHAEL P. GRACE II and

CORINNE GRACE,
Petitioners-Appellants, NO. 9821

vs. ORDER

OIL CONSERVATION COMMISSION
OF NEW MEXICO,

Respondent~Appellee,
and

CITIES SERVICE OIL COMPANY and
CITY OF CARLSBAD, NEW MEXICO,

Intervenors.
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The request of John P. Otto to be permitted to withdraw

. as counsel having been considered by the Court, the same is hereby granted

and John P. Otto is relieved of further responsibility for the conduct of this

case on behalf of Michael P. Grace II and Corinne Grace.
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Justice of the Supreme Court
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mailed this 8th day of March, 1974, to:
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JOHNSON &8 OTTO,rc.
ATTORNEYS & COUNSELORS AT LAW
45 WEST JEFFERSON
PHOENIX, ARIZONA 85003

TELEPHONE 252-7461
AREA CODE 602

March 8, 1974

Clerk of the Supreme Court
of New Mexico
P. O. Box 848
Santa Fe, New Mexico 87501

RE: Grace v. Oil Conservation Commission of New Mexico

NO. 9821
Dear Madam:
I enclose herewith originals of a motion to withdraw as counsel in
the above captioned case together with an order permitting my
withdrawal.
Because of my withdrawal from the case Mr. & Mrs. (irace have
requested that they be given additional time to respond to the
answering brief of the Oil Conservation Commission.
I have transmitted this request to counsel who is continuing in the
case and I presume that a motion will shortly be forth coming to
request additional time.
I would very much appreciate your presenting this matter to the
Court and your advising me of the entry of the order permitting my
withdrawal.

Thank you very much for your consideration.

Very truly yours,

John P, Otto
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| MICHAEL P. GRACE II and

JOHNSON & OTTO, P.C.
Tilth FFloor TLuhrs Tower
Phoenix, Arizona 85003

Telephone: (602) 252-7461

IN THE SUPREME COURT OF THE

STATE OF NEW MEXICO

CORINNE GRACE,
Petitioners-Appellants, NO. 9821
VS. ORDER

OIL CONSERVATION COMMISSION
OF NEW MEXICO,

Respondent-Appellee,
and

CITIES SERVICE OIL COMPANY and
CITY OF CARLSBAD, NEW MEXICO,

Intervenors.
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The request of john P, Otto to be permitted to withdraw
as counsel having'been considered by the Court, the same is hereby granted
and John P. Otto is relieved of further responsibility for the conduct of this

case on behalf of Michael P. Grace II and Corinne Grace.

Justice of the Suprenc.e Court

Copies of the foregoing Order
mailed this 8th day of March, 1974, to:
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Marchiondo & Berry
P. O. Box 568
Albuquerque, New Mexico 87103

Robert Borkenhagen, Esq.

1100 American Bank of
Commerce Bldg.

200 Lomas NW

Albuquerque, New Mexico 87102

T.osee & Carson
P. O. Drawer 239
Artesia, New Mexico 88210

Jason Kellahin, Esq.
P. O. Box 1769 '
Santa Fe, New Mexico 87501

William F. Carr, Esq.
Special Asst. Attorney General
Oil Conservation Commission
State Land Office Building
Santa Fe, New Mexico 87501

Malcolm L. Shannon, Jr,, Esq.
Kool, Kool, Bloomfield, Eaves & Mayfield
1516 San Pedro, NE

Albugquerque, New Mexico 87110
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JOIINSON & OTTO, P.C.
#ifth Floor Luhrs Tower
Phoenix, Arizona 85003
Telephone: (602) 252-7461 -

IN THE SUPREME COURT OF THE
STATE OF NEW MEXICO

MICHAEL P. GRACE II and

CORINNE GRACE,
Petitioners-Appellants, NO. 9821

vs. WITHDRAWAL OF COUNSEL

OIL CONSERVATION COMMISSION
OF NEW MEXICO,

Respbndent -Appellee,
and

CITIES SERVICE OIL COMPANY and
CITY OF CARLSBAD, NEW MEXICO,

Intervenors.
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COMES NOW the undersigned and respecifully requels’cs ine
Court to be permitted to withdraw as co-counsel for Michael P. Grace 13
and Corinne Grace and as grounds therefor would respectfully show the
Court that the undersigned has been requested by Michael P. and Corinne
Grace to withdraw from representation of them in this matter.

Respectfully submitted,

3\

JOHNSON & OTTO, B.C. <
,7//, . Y /:/,. " /' //”C/Cigb
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Jotin P, Otto
Copies of the foregoing mailed M
this 8th day of March, 1974, to:

Marchiondo & Berry
P. O. Box 568
Albuquerque, New Mexico 87103
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200 Lomas NW

Albuquerque, New Mexico 87102

J.osee & Carson
P. O. Drawer 239
Artesia, New Mexico 88210

Jason Kellahin, Esq.
P. O. Box 1769
Santa Fe, New Mexico 87501

William ¥. Carr, Esq.

Special Asst, Attorney General
Qil Conservation Commission -
State I.and Office Building
Santa Fe, New Mexico 87501

Malcolm I. Shannon, Jr., Esq

Kool, Kool, Blocmfield, Eaves & Mayfield.
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Albuquerque, New Mexico 87110
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LAW OFFICES

LOSEE & CARSON,PrA.

A, J.LOSEE 300 AMERICAN HOME BUILDING AREA CODE 505
JOEL M, CARSON P.O.DRAWER 2329 . ... 746-3508
N
ARTESIA, NEW MEXICO 88210 e T

7 January 1974

Mr. William F. Carr, Attorney
0il Conservation Commission
P. O. Box 2088

Santa Fe, New Mexico 87501

Re: Michael P. Grace II et al vs. 0il Conservation
Commission of New Mexico, Supreme Court No. 9821

Dear Bill:

Enclosed, please find copy of order denying petition for re-
hearing on petition for stay of judgment, and also copy of

order denying motion of the City of Mesa, Arizona, to appear
as amicus curiae.

Very truly yours,

LOSEE & CARSON, P.A.

LAk

A. J. Losee

AJL:Jjw
Enclosures
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IN THE SUPREME COURT OF THE STATE OF NEW MEXICO
Friday, December 28, 1973
NO. 9821

MICHAEL P. GRACE II and
CORINNE GRACE,

Petitioners-Appellants,
vs. ' Eddy County

OIL CONSERVATION COMMISSION
OF NEW MEXICO,

Respondent-Appellee,
and

CITIES SERVICE OIL COMPANY
and the CITY OF CARLSBAD,

Intervenors.

This matter coming on for consideration by the Court upon
petition for rehearing on petition for stay of judgment, and the
Court having considered said petition and being sufficiently advise
in the premises;

IT IS ORDERED that petition for rehearing on petition for stay

of judgment be and the same is hereby denied.

ATTEST: . A True Copy

Clerk of the Supreme Court
of the State of New Mexico
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IN THE SUPREME COURT OF THE STATE OF NEW MEXICO
Friday, December 28, 1973
NO. 9821

MICHAEL P. GRACE II and
CORINNE GRACE,

Petitioners-Appellants,
vS. Eddy County

OIL CONSERVATION COMMISSION
OF NEW MEXICO ,

Respondent-Appellee,
and

CITIES SERVICE OIL COMPANY
and the CITY OF CARLSBAD,

Intervenors.

This matter coming on for consideration by the Court upon
motion of City of Mesa, Arizona to appear as amicus curiae on
petition for stay of juagment, and the Court having considered said
motion and being sufficiently advised in the premises;

IT IS ORDERED that motion to appear as amicus curiae on petitic

for stay of judgment be and the same is hereby denied.

et ben (7
lerk of the Supreme Court

of the State of New Mexico




IN THE SUPREME COURT OF THE STATE OF NEW MEXICO

MICHAEL P. GRACE II and
CORINNE GRACE,

Petitioners- Appellants,

VS.

OIL CONSERVATION COMMISSION

OF NEW MEXICO,

No. 9821

Respondent-Appellee,

and

CITIES SERVICE OIL COMPANY
and the CITY OF CARLSBAD,

Intervenors,

MOTION

Come now the 0il Conservation Commission of New Mexico,

Respdndent-Appellee, and Cities Service 0il Company, Interwvenor,

and move the Court for an extension of time to and including

February 13, 1974, in which to file their answer trief to

Petitioner-Appellants' Brief in Chief and in suppcrt thereof state

that the Christmas and the New Year's holidays, and the location

of counsel in the case has caused delay in preparation of the

answer brief,

| hereby certify that a true copy of thé
foregoing instrument was mailed to
opposing counsel of record this 84,

day of (\-\SW%L »1904
ﬁ;géfgggg~\ hg.l*(ddwaﬁ*;.g_é

GRANTED
J.B.Mc., CJ

A. J. LOSEE

Special Assistant Attorney General
P. 0. Box 239

Artesia, New Mexicc 88220

Attorney for 0il Ccnservation Commission

JASON W. KELLAHIN
Kellahin & Fox

P. 0. Box 1769

Santa Fe, New Mexico 87501

Attorney for Cities Service 0il Co.

BY woollaber
Jason W. Kellahin
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PENNZOIL CO.

Gulf Federal No.

Gulf Federal No.

Mobil ~12- No. 1

Echols No. 1

MICHAEL P. GRACE I
and CORINNE GRACE

1

2

I

Go-Po~-Go No. 2

Grace Atlantic No

City of Carlsbad
No. 1

Grace Carlsbad No

Humble Grace No.

J. M. HUBER CORP.

Sorenson Com

Terra State

0'Neill Federal

1

1

1
Cum

Cum

DATE

6-19-70
7-10-70
7-30-71
3-13-72
5-12-72
7-10-73

2- 8-72
6-14-72
3- 1-73
7-12-73

1-20-69

9- 4-69°

1- 9-70
7-16-70
8- 9-71
2-28-72
7-13-72
7-10-73

2- -71
6-14-71
3-10-72
8- 1-72
1-23-73
7-29-73

9- =72
7- =73

2- =73
7- 3-73

1- 4-71
7- 1-73

7- 7-72
8- 1-73

6-14-71
7-1-73

1- =73
3-13-73
7- 9-73

2- =73
2-21-73
7- 9-73

3-14-73
7- 9-73
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B.H.P. IUMMARY

South Carlspad-Morrow

B.H.P.

4768
4660
2148
1416
1454
2038

4334
3495
2815
2569

4897
4930
4439
4204
3334
3136
2967
2172

4731
4154
4082
3310
3415
3024

4200
2791

3419 DST
2915
4700 DST

No Pres.

4332 POT

CUMULATIVE
PROD. MM R"MARKS
68 hrs. S.I.
20.0 (Tstg.) 240 hrs. S.I.
739.9 72 hrs. S.I.
859.2 72 hrs. S.I.
897.3 72 hrs. S.I.
1,270.0 72 hrs. S.I.
0 72 hr (Meas.)
66 72 hr (Calc.)
253 72 hr (Meas.)
316.6 75 hr (Meas.)
- 184 hrs. (Meas.)
0 Days calc.
197 96 hrs. (Meas.)
601 10 days (Calc.)
1465 78 hrs. (Calc.)
1830 72 hrs. (Meas.)
2067 72 hrs. (Meas.)
2574 75 hrs. (Meas.)
0 72 hrs. (Meas.)
88.5 72 hrs. (Meas.)
678.6 72 hrs. (Meas.)
1070 72 hrs. (Meas.)
1605 74 hrs. (Meas.)
2553 25 hrs. (Calc.)
0 6 days (Calc.)
2897 25 hrs. (Calec.)
0 2 hrs. FSIP
1323 N.A.
0 2-5/6 hrs. FSIP
3890 -
0 N.A.

No Pres. Avail 672

4486 DST

0 2-1/2 hrs. FSIP

No Pres. Reptd 766

5017 DST
4798
4004

4891 DST
4591
4055

4544
4284

0 3 hrs. FSIP

0 152 hrs. (Meas.)
267 72 hrs. (Calc.)

0 2 hrs. FSIP

0 120 hrs. (Meas.)
261 . 72 hrs. (Calc.)

0 184 hrs. (Meas.)

132 72 hrs. (Calc.)



CUMULATIVE
OPERATOR - WELL DATE B.H.P. PROD. MM REMARKS

SUPERIOR OIL CO.

Stephens No. 1-A 7-30-73 4296 0 N.A.

PHTILLIPS PETR. CO.

Drag 1-A 5- =72 5018 0 Days (Calc.)
2-23-73 3106 480 72 hrs. (Calc.)
6-25-73 1940 931 52 hrs. (Calc.)

Drag 1-B 8- -72 5171 0 Days (Calc.)
2-27-73 3095 1178 24 hrs. (Calc.)
6-28-73 2090 1998 48 hrs. (Calc.)

Tidwell 1 1-31-73 4576 0 24 hrs. (Calc.)
6-26-73 3046 500 24 hrs. (Calc.)

8-17-73 2524 695 9 days (Calc.)

CITIES SERVICE OIL CO.

Merland "A" No. 1 10-11-71 3882 POT. 0 N.A. (Calc.)
9-30-72 3130 709 24 hrs. (Calc.)
7-13-73 3067 1032 25 hrs. (Calec.)
Merland "B" No. 1 7-19-71 4741 DST 0 2 hrs. FSIP (Meas.)
8~-23-72 3535 921 24 hrs. (Cale.)
7-13~73 2783 1919 25 hrs. (Calc.)
Merland "C" No. 1 5-20-73 3680 0 95 hrs. (Meas.)
Strackbein "A" - - - 12-16-70 3710 0 16 hrs. (Meas.)
No. 1 9-30-72 2837 733 24 hrs. (Calc.)
7-13-73 2360 1370 24 hrs. (Calc.)
Spencer "A" No. 1 6~ 1-71 4815 DST 0 2 hrs. FSIP (Meas.)
9-22-72 3880 1454 24 hrs. (Calc.)
7-20-73 2920 3005 24 hrs. (Calc.)

MORRIS R. ANIWEIL

Allen No. 1 8-24-70 4796 DST 0 3 hrs. FSIP (Meas.)
11- 9-72 3964 598 48 hrs. (Meas.)

Little Jewel 3-16-71 4757 DST 0 3 hrs. FSIP (Meas.)
11-15-72 3937 1130 48 hrs. (Meas.)

TEXAS OIL & GAS

City of Carlsbad 6-2- 73 3350 0 48 hrs. (Meas.)
No. 1



CHAMBERS
Firty Jupiciar DistricT COURT

PAUL SNEAD STATE OF NEW MEXICO POST QFFICE BAX
DISTRICT JUDOGE ROS\VELL, NEW MEXICO 1776
TELEPHONE
88201
C. G. BrLamr .

©z22-2212
COURT REPORTER

August 13, 1973

Mr. A, J. Losee

Losee & Carson, P.A,
Attorneys at Law

P, O.Drawer 239

“Artesia, New Mexico 88210

Mr. William C. Marchiondo '
Marchiondo & Berry, P.A. O“-CONéii:ioﬂ COMA.
Attorneys at Law e

P. 0. Box 568

Albuquerque, New Mexico 87103

Re: Michael P. GGrace II and Corrine
Grace, Petitioners, vs. 0il
Conservation Commission of N.M.,
Respondent, No. 28181, Eddy Co.

Gentlemen:

I have, on August 13th, signed the judgment
presented by Mr. Losee in this matter, and I have further
signed an order denying the motion for s:tay of judgment.

I have forwarded to the Clerk in Eddy County, for
filing, the following instruments:

(1) Judgment

(2) Order denying stay of judgmen:
(3) Notice of presentment of judgnment
(&) Notice of appeal

(9 b M# Fﬂ?truly yours

Qw’ &»’2@/

District Judge

PS:b
Cc: Mr. Jason W. Kellahin



LAW OFFICES

LOSEE & CARSON, P. A,

A J LOSEE 3CC AMERICAN HOME BUILDING AREA CODE 508
JOEL M.CARSON P.O. DRAWER 239 746-3508

ARTESIA, NEW MEXICO 88210 TN

5 July 1873

lrs. Frances M. Yilcox
“lart of the District Court
;arlsbad, ew sexico 88220
o ~
< =3

Srace, et ux, vs. 2i! Zorservitien
6f aw Yiexico, et al Nigtrict oo

o] ing nlease find Tequested Tindings of Trct

usions of T.aw of Zesgpondent. The lourt allowed
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Vary truly yours,

CARGON
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AJL/sf€
Fnclosure

ce dr. Lon P, ffatvins w/enclosure
Mr. *ichael F. dcCormich w/enclosure



IN THE DISTRICT COURT OF EDDY COUNTY
STATE OF HBW MEXICO
MICHAEL P. GRACF II and
CORINNE GRACE,
Petitioners,
vs.

No. 281381

OIL CONSERVATIOMN COMMISSION
OF NEW MEXICO,

Regpondent,
and
CITIES SFRVICE 0O1L COMPANY

and CITY OF CARLSBAD, YWEW
MEXICO,

S vttt Nt g Nt Nt P Tt et Nt Nt Nt e amt nt Vst wiP st

Intervenors.

REQUESTED FINDINGS OF FACT AND CONCLUSIONS
OF LAW OF RESPONDENT OII. CONSERVATION
COMMISSION OF NEW MEXICO

COMES NOW Respondent and adopts by re<erence the
Requested Findings of Fact and Conclusions of Law filed herein
by Intervenors Cities Service 0il Company and respectfully
requests the Court to adopt such Findings of Fact and Ton-
clusions of Law.
Regpectfully submitted,

LOSEE & CARSON, P. i.

)

A, JJ Speciial Assistant
httorney General Tepresenting
the 01l Conservation Commission
of New ™Mexico

~

[eoon . 0. _da frue copy of Tro T

. . : A - ke -
plezdiz 5 oppesing counsel of record, on 7.

day of




—< ¥ & M

JASON W, KELLAHIN
ROBERT E.FOX

W.THOMAS KELLAHIN

KELLAHIN AND FOX

ATTORNEYS AT LAW
500 DON GASPAR AVENUE
POST OFFICE BOX 1769

SANTA FE, NEW MEXICO 87501
TELEPHONE S82-43i5

AREA CODE 505

June 28, 1973

4rs. Frances M. Wilcox
Clerk of the [District Court
P, 0. Box 98

Carlsbad, New Mexieo 88220

Re: Grace, et al,, vas. 0il Conservation Commission
and Citles Service 0il Company, Intervenor-
Respondent; no., 28181, Eddy County Hew Mexico.

Dear Mrs, wWileox:

Enclosed for filing in the above case ere the re-
quested findings of fact and conclusions of law sub-
mitted on behalf of Citles Service 011 Company, Inter-
venor-Respondent.

Yours very truly.

Jason wW. Kellahin
JWK: ks
Eneclosure

¢c: Robert F. LeBlano, Esg.
A. J. Losee, Eag
Bi1l Carr, Esq.v
Lon P. Watkins, Eeq.
C. G, Small, Jr., Esq.
with encloaures



STATE OF NEW MEXICO COUNT ["?ﬁ@?ﬁrﬁ f;%m
| l

IN THE DISTRICT COURT ‘jﬁ”"““‘“ 1
% G- 1973 g
‘l‘i‘ 3 P
MICHAEL P. GRACE II and o TRVATICN Gtk
CORINNE GRACE, O
Petitioners,

OIL CONSERVATION COMMISSION
OF NEW MEXICO,

Respondent,

and

CITIES SERVICE OIL COMPANY,
and the CITY OF CARLSBAD,

Intervenors.

REQUESTED FINDINGS OF FACT AND
CONCLUSIONS OF LAW OF INTERVENOR
CITIES SERVICE OIL COMPANY

COMES NOW Intervenor Cities Service Oil Company in the
above styled and numbered cause and respectful.y requests

the Court to adopt the following:-

FINDINGS OF FACT

1. Petitioners are individuals doing business in the
State of New Mexico and are the owners of gas propertles and
gas wells situated within the exterlior boundaries of the South
Carlsbad-Morrow Gas Pool, located in Eddy County, New Mexico.

2. Respondent 011 Conservation Commission of New Mexico

is a duly organized agency of the State of New Mexico, whose



members are, Hon. Bruce King, Chalrman, Alex Armljo, member,
and A. L. Porter, Jr., Secretary-Director. Intervenor,

Cities Service 011 Company 1s a Delaware Corporation, duly
admitted to do business in the State of New Mexico, and 1s the
owner and operator of gas properties in the South Carlsbad-
Morrow Gas Pool, located in Eddy County, New Mexico. The City
of Carlsbad 1s a munlcipal body, duly organized under the laws
of the State of New Mexico.

3. By Order of the Court, Cities Servicz 011l Company was
granted leave to lntervene as a party respondsnt in this cause,
and the City of Carlsbad was granted leave to intervene as a
party petitioner. |

4, On June 30, 1972, the 0il Conservation Commission of
New Mexico after notlice and hearing on April 19, 1972, 1ssued
its Order No. R-1670-L, which established Special Rules and
Regulations for the South Carlsbad-Morrow Gas Pool, Eddy County,
New Mexico, and adopted by reference, the General Rules and
Regulations for the Prorated Gas Pools of Southeastern New
Mexico, as promulgated by Commission Order No. R-1670. Order
No. R-1670-L, established a formula for allocatlng gas production
from the South Carlsbad-Morrow Gas Pool based on the acreage
dedicated to non-marginal wells, in the proportion that each
non-marginal well's acreage bears to the total acreage dedlicated
to non-marginal wells in the pool.

5. Order No. R-1670-L was given an effective date of
September 1, 1972.

6. On July 18, 1972, Petitioners filed an application for
rehearing before the 01l Conservation Commission, which applica-
tions stated Petitioner's reasons for believing that Order No.
R-1670-L was invalid and void. The application for rehearing
was denied by the Commission's fallure to act thereon within

ten days after it was filed, the Commission entering no order



on the application for rehearing.

7. On August 18, 1972, Petitlioners filed thelr petition
for review in this Court, and on jiugust 31, 972, on motion
of Petitioners this Court entered its order staying the
effect of Commission Order No. R-1670-L. The Commission
filed 1ts motion to vacate the temporary stay order, or in
the alternatlve, to require Petitioners to post bond, and
after notlce and hearing, the Court on April 11, 1973, entered
its order vacating and dissolving the temporary stay order.

8. Thils cause came on for hearing on the merits on
June 5, 1973, all parties being present and represented by
Counsel, with the exception of the City of (Carlsbad.

9. In its Findings Nos. 5 through 32 incluslve, the
Commi;sion made findings as to the producing capacity of the
wells in the South Carlsbad-Morrow Gas Pool. and the capacities of
the pipelines connected to the wells in the pool.

In Finding No. 33, the Commission determined that he
combined capacity of the wells in the pool is substantially in
excess of the capacity of the comblned gas transportation faci-
lities connected to the wells in the pool.

In Findings Nos. 34 through 48, inclusive, the Commission
determined the actual gas purchases from the pool, and determined
that the wells in the South Carlsbad-Morrow Gas Pool are capable
of producing gas in excess of the reasonable market demand of the
two pipelines connected to the wells in the pool.

In Findings Nos. 49 through 59, the Commission determined
that gas was beilng taken from some wells in excess of reasonable
market demand.

In Findings No. 60 through 65, the Commission determined
that some wells inthe pool were producing less than the reasonable

market demand from those pools; that gas was not being taken

-3-



ratably from the various producer in the pool; that there
are owners of property in the pool who are being deniled

the right to produce their just and equitable share of gas
in the pool; that dralnage is occuring between tracts in the
pool that 1s not equallized by counter dralnage; and that the
correlative rights of some producers in the pnol are being
violated.

In Finding No. C5, the Commission determined that
waste 1s occuring in the South Carlsbad-Morrow Gas Pool, and
in Findings Nos. 67 and 68, determined that in order to pre-
vent waste and to ensure that each owner of property in the
pool has the opportunity to produce his fair share of the gas under-
lying the pool, the pool should be prorated in order to limit the
amount of gas to be produced from each tract to the reasonable
market demand for gas from that tract and to imit production
from the pool to reasonable market demand.

In Findings Nos. 70 through 75, the Commission deter-
mined that the Morrow formation from which the South Carlsbad-
Morrow Gas Pool produces consists of many sepzrate stringes
which vary greatly in thickness, and not continuous across
the pool, and because of the nature of the reservoir it is
not practical to determine the net feet of pay, porosity, and
water saturation of the formation underlying each tract, and
that the amount of recoverable gas under each producers tract
cannot be practically determined on the basis of such information,
and, due to the nature of the reservoir, the amount of recoverable
gas uncder each producers' tract cannot be practically determined
by a formula which considers only the deliverability of a well.

In Findings Nos. 76, 77, and 81, the Commission deter-
minecd that considering available reservoir information, a pro-
ration formula based upon 100% acreage 1s presently the most
reasonable basis for allocating allowable production from the Pool,

_L-



and upon such basis the amount of gas that can be practicably
obtained without waste, substantially in the proportion that

the recoverable gas under each tract bears to the total recoverable
7as in the pool can best be practically determined, and will afford
the owner of each property the opportunity to produce hls Just and
equitable share of the gas in the pool.

In Findings Nos. 78, 79 and 80, the Commission determined
that iIn order to prevent waste the total allowable production of
gas should be limited to reasonable market demand and to the
capacity of the gas transportation facilities for the pool.

In Findings Nos. 82 and 83 the Commission determined that
the pool should be prorated to prevent dralnaze between tracts
that i1s not equallized by counter drainage and that adoption of a
proration formula based upon 100% acreage for allocating allowable
production would prevent such drainage.

In Findings Nos. 84 and 85 the Commission determined that
it was necessary to prorate production in ordsr to assure that
each operator would produce his property ratasly with all other
operators connected to the same gas transportation facllity
and that adoption of a 100% surface acreage formula for allocating al
lowable production would accomplish this.

In Finding No. 86 the Commission determined that the pool
should be governed by the General Rules and Regulations for the
Prorated Gas Pools of Southeastern New Mexico promulgated be
Order No. R-1670, as amended.

10. In their application for rehearing before the Commission,
Petitioners stated that '"the Commission did not have Jurisdiction
to institute gas proration in the Carlsbad-Morrow Gas Pool based
upon the record before the Commission in this case.

11. Petitioners did not argue the other matters raised in
their application for rehearing before the Ccmmission.

12. The 011 Conservation Commission dic¢ not act fraudulently,
arbitrarily or capriciously in issulng COrder No. R-1670-L.

13. The Transcript of Record and Proceedings 1in Case No. 4693

_D._



before the 011 Conservation Commission contairs substantial
evidence to support the Commlssion's findings in order
No. R-1670-L.

14, The 011 Conservation Commission did not exceed 1ts au-
thority in issulng order iio. R-1670-L.

15. 01l Conservation Commission Order No. R-1670-L is
not erroneous, invalid improper or discriminatory.

16. The formula adopted by the 0il Conservation Commission
for allocating allowable production among the gas wells in the
South Carlsbad-Morrow Gas Pool allocates such production upon a
reasonable basls, recognizing correlative rights, and, insofar as
practicable, prevents dralnage between producing tracts in the pool
which 1s not offset by counter drainage.

17. The formula adopted by the 0il Conservation Commission
for allocating allowable production among the gas wells in the
South Carlsbad-Morrow Gas Pool allocates such oroduction in a
manner that affords to the owner of each property in the South
Carlsbad-Morrow Gas Pool the opportunity to produce without waste
his just and equitable share of the gas in the pool, insofar
as 1t 1s practicable to do so, and for this purpose to use his
Just and equitable share of the reservoir energzy.

18. 01l Conservation Commission Order No. R-1670-L will

prevent waste and will protect correlative rights.

Conclusions of Law

1. The Court has Jjurisdiction over the subject matter of
this cause and all necessary and indispensable parties thereto.

2. The Court is limited in its review of an order of the
011 Conservation Commission to matters raised in the application
for rehearing filed with the Commission.

3:'Aﬁatters raised in the application for rehearing but not
argued on appeal are considered wéi?éd.

L, The 0il Conservation Commission had jurisdiction to

-6



institute gas prorationing in the South Carlsbad-Morrow Gas
Pool, based upon the record before the Commission.

5. 011 Conservation Commission Order NaR-1670-L contains
the basic Jurisdictlonal findings required by law to 1ssue a
valld order prorating production and allocating allowable pro-
ductlion among the producers in the South Carlsoad-Morrow Gas Pool.

6. O01il Conservation Commission Order No. R-1670-L contains
findings which fully comply with all statutory requirements concerning
proration of production and allocation of allowable gas production
among producers in the South Carlsbad-Morrow Gas Pool.

7. The firidings contalned in 0Oil Conservation Commission Order
No. R-1670-L are based upon and supported by substantial.evidence.

8. O0il Conservation Commission Order No. R-1670-L wili
prevent waste and protect correlative rights.

9. The Oil Conservation Commission did not act fraudulently,
arbitrarily, or capriciously in issuing Order No. R-1670-L.

10. The 01l Conservation Commission did r.ot exceed 1ts authority
in issuing its.Order No. R-1670-~L.

11. " The 011 Conservation Commission had urisdiction to enter
Order No..R—l670-L;T

12, Petitioners have failed to sustain the burden of proof
placed upon them by law and therefore the Petition for Review
should be dismissed and 011 Conservation Commi.ssion Order No. R-1670-]
should be affirmed.

Respectfully submitted,

Robert F. LeBlane
Jason W. Kellahin

lherebycc“n/.kf‘o rrva cany of ihe

5] TSGR VIS :..:'i;";:; 0 '
foresoing s By hoasn o Hallahi
OPPCINT Clliicms v undlres 1o AYTORNEYS FOR INTERVENOR-
day of q ol , w03 RESPONDENT, Z2ities Service

/&\ . i~ 2 lls / .- 0il Company.
J .
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LAW OFFICES

LOSEE & CARSON P A

A.J.LOSEE 300 AMERICAN HOME BUILDING AREA CODE 505
JOEL M.CARSON P.O. DRAWER 239 746-3508

ARTESIA, NEW MEXICO 88210

10 August 1973

Honorable Paul Snead
District Judge

Chaves County Courthouse
Roswell, New Mexico 88201

Re: Michael P. Grace II and Corinne Grace, Petitioners,
vs. 0il Conservation Commission of Yew Me)f}i/;;:::...a_*_“j
Respondent, Eddy County District Court NoJ 28181 )
Our File 15-007-00la

Dear Judge Snead:

Ve have a copy of !r. Marchiondo's Motion for Stay of Judgment
pending appeal, his proposed Order granting stay and XNotice
of Appeal.

We do not concur in the Motion for Stay of Judgment and if
the Court would like to hear further argument on this matter,
we would be pleased to be present for such purposz. 1In the
event it is felt that this argument is not necessary and the
Motion should be denied, we enclose proposed Order denying
Motion.

Very truly yours,

LOSEE & CARSON, P. A.
N /L Wff'

A. J." Losee

AJL/sff
rnclosure

cc: Mr. William C. Marchiondo w/enclosure
Mr. Jason W. Kellahin w/enclosure
Mr. Bill Carr w/enclosure



IN THFE DISTRICT COURT OF EDDY COUNTY
STATE OF NEW MEXICO
MICHAEL P. GRACE II and
CORIMNE GRACE,
Petitioners,
vs,

No. 28181

OTL. CONSERVATION COMMISSION
OF NEW MFXICO,

Respondent,
and

CITIES SERVICE OIL COMPAWY,
and the CITY OF CARLSBAD,

W Yl S it il Nl NP NP it Nl st Nt Nt e Saut ik Sl

Intervenors.,

ORDER

THYS MATTFR having come on before the Court upon
the motion of petitioners for a stay of judgment herein and the
allowance of a supersedeas bond to secure such stay of
judgment and the Court having reviewed the matter and being
fully advised in the premises,

IT IS, TBEREFORE, ORDERED, ADJUDGED AND DRCRFED that
petitioners motion for stay of judgment be, and the sane is

hereby denied.

District Judge



STATE OF NEW MEXICO

Bffice of the Attorney General

DEPARTMENT OF JUSTICE
P. O. BOX 2246

Santy Je, N. M. 87501

. ELL OLIVER E. PAYNE
3::;:N:Y12’::RAL v May ].6, 1973 DEPUTY ATTORNEY GENERAL

William F. Carr

Special Assistant Attorney General
Oil Conservation Commission
Land Office Building

Santa Fe, New Mexico

Re: Effect of Order Staying Oil Conservation Commission
Order.

Dear Mr. Carr:

[ am at this time reviewing the memorandum of Joel Carson
concerning the effect of the order staying the Oil Conservation
Commission order.

My initial reaction is that the order dissolving the stay order
can be prospective only and that no penalty can be assessed
which in effect would make the order retroactive, particularly
in view of the clear language of the court on the day of the
hearing which is included in the transcript, which to me clearly
indicates the court intended the matter to operate prospectively
only.

Therefore, 1 am advising you this date to, in turn, advise the
Commission that no proration orders shall issue on the Carlsbad
field in question which would have the effect of making this
matter retroactive; and this shall be the position of the Office of
the Attorney General until such time as we advise you to the
contrary if, after reviewing the data we have received and re-
searching the law, we come to a contrary conclusion.

&= T 1

PAVID L. NORVELL
Attorney General

DL.N:1g
cc: A. ]. Losee



OIL CCHNSIDVATICN COMM

R,

MR,

T

COURT: Mr. Kellahin?
XZLLABIN:  Yes, sio,

LOSEZ: Frankly, I dom’t belisve they

are requirsd, under a reviaw, but if Mr. Watkins

dows, and advized me, I will fila thom,

Ta8

probably

COURT: Tha Appellara Court can
rulas, certainly,-on iz, whethsr i:

go2s up on the full rscord. I don't know thatr

my dissertation on ths law would be mors

of intersst to them, or less,then it 13 in a

ugual case, and frequently thaz is not very

much, but I would be havoy o permit that.

And, Mr,

you with

MR, 2

Bench, 1

Small, It has been a plzasures to have
us today.,  And, gsntlemen, I thank you.
LOSZIE: Judzs, befora you depar: the

have zot ancther gusatiom, aacd I have

waited until this time to raiss the questionm.

if you will recall, thers was a temporary stay

order, issued by Judge Archer ou about Septsmber

1lth of 1

ast year, and then oursuant to our

hearing on March 7th, this year, that temporary

atay oxder was vacatad by an order zizned -- I

belliave signed in April by the Court. At that

polnat in

rime, and after our ressarch on the law,




23 Special Attorneys for zhe Commission, we
advisad the Commission thar in our opinion

the tsmporary stay order could be treatad as

if it had not been in force. it was really --

-

1f the Court will xecall, I attsmptadiat the time

of that hearing, to broaden thas Court’s ruling to

cover whether it was or wasn't in effect as of
Seprember 13k, because it does sffact proration,
Thersaitar, we advised thé Camni;zion that they
could Exeat it as if it had uotjbega in sxistance
and in its May Proration Schedula, they further
advised thar the ovder, the stay order had been
removed and that their counsel had infarmzd

them that it would be trestsd as if it bad not
baen in existance, and that in faizness to the
producers, thay would be aliowed until December_
3ist of this ysar, or in =ffaet a toral of
£1ftsen months, in which to bring the wells into
iinﬁ. Eha; i3, not mora than six times over-
producad, Ar the time that the May Schedula
came ouk, thars were three wells thai wersa
over=produced, Two of them ars -- the one is
the Grace-Clty of Carlsba& and 1¢ is not greatly

over~producad, bur 1 scme, and the Gopogo Mlimber




out, the Attorney General, who in a latter to
#r, Carr, who 13 the In<house Counsel for the
Commission, advised him in reading the remarks
of the Court, in the March 7th hearing, he was
of the ovinion that the Court felt like that

the order was not to be intarpretred aas removihg
the stay order as if it never existed, and
although we zrant that our law on the subjeer of
tha effact of the removal of a stay order i

surs yvery sparse, that we wera.gble to find, we

-

that the only proper way to get the

;.21

r
pd
v e
P»"J
W

patier dstermined, 1f that wexre an issue, is rhat

-~

>

ia view of the Cormission's acticns, acmecne

could file an injunction procseding and set 1t

down for hearing, and may be that tha Court

could make that determinarion., But, the
Commission i3 now faced with a partial opinion

from the Attorney General, really based upoﬁ

this Court's remarks, which, although I frankly
have not s<en them, it_was my recollectlon that

the Court spécif;cally did not pass on that subjeét.

THE COURT: I tried to duck that day.
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R, LOSZE: Taat was my recollsction,
And, we ars at a situation that they have zot
2dvice Irom the Attorney Ganeral onas way, and i
there i3 a dizpute over it, I would like to
proverly ger it befora the Csuri.

TAE COURT: Well, as I gacan; all I said
that day, or all I iatended to s#y was that
the stay>§=ﬂer would be éissolved>and the
legal effeet would be that af‘diasolution of the
stay order. What that might be 13 debatable,
I don't mind telling you my imprsssions of the
thing ar# that usually an injmciion ox other

such procgediagy, my Zueas is that the stay

order, onca dissolvad, is of no 2ffect, and is
83 if though it kad never eziste&, and that the
sitﬁaticn raverta to Its prior status, and to
" me that 13 a distinetion betwwen a 3tay and an

injumetion. = Bug, vyou can arzue that with the

/

Attorney Genearal, ox whoever,

¥R, LOSEE: At least the racord is clear
to zhe Court’s intantion not to rula cn ir in *he
other case,

THE COURT: My intention was nor o rula

on it beZorz and not necessary hera, because i:




13 no loager a guestion of Ffacr, All righe,

1 assume this is the Court’s Copy of the hearing,

=

L]

MR, LOSE3:  Yes, ailr,
{Short discussion off the rscord, at ths
Zanch, )

Court in vecess as to this mactar,

o)
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MICHAEL P. GRACE II and

STATE OF NEW MEXICO COUNTY OF EDDY

IN THE DISTRICT COURT

CORINNE GRACE,

Petitioners, No. ALY

V.

OIL CONSERVATION COMMISSION
OF NEW MEXICO,

Respondent. -

PETITIONERS' TRIAL BRIEF

TO SAID HONORABLE COURT:

NATURE OF THE CASE

This is a statutory petition for judicial review of
action of the 0il Conservation Commission of New Mexico
under Section 65-3-22(b) N.M.S.A., 1953 éomp.

The action in question is Order No. R-1670-L which
prorates gas produced frpm the Soﬁth Carlsbad-Marrow Gas Pool
under an éllocation formula based solely on acreage with no
finding as to the amount of recoverable gas under each pro-

ducer's tract or the total amount of recoverable gas in the

pool.
Petitioners timely filed an Application for Rehearing
of the Commission's action raising the following points:
1. That the Commission did not have jurisdiction
to institute gas pro?ation in the Carlsbad-Morrow Gas

Pool based upon the record before the Commission in

this case.

-
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2. That the Commission improperly included
acreage within the horizontal limits of the South
Carlsbad-Morrow Gas Pool which has wells located
thengon that are not in communication with or in the
Same common source of supplf'géfthe other wells.in

the area, i.e., Section 2, Township 23 South, Range

26 East, N.M.P.M,

3. That the Commission should have exempted
Applicants' City of Carlsbad No. 1 well located in
the S/2 of Section 25, Township 22 South, Range 26
East, N.M.P.M., from prorationing by reason of the.fact

that any sybstantial curtailment of production from

- said well will cause it to cease flowing, with prob-

able watering out and complete loss of productivity,
thereby causing underground waste, as well as impair-

ment of the correlative rights of Applicants.

This application was not granted within ten days, and the order

became final. This petition for review was then timely filed

in this Court which has jurisdiction and venue under Section

65-3-22(b).

PETITIONERS' GROUNDS FOR RELIEF

In support of their petition, Petitioners say that

the order in question is unlawful and'unreasonable and should

be set aside by this Court for the following reasons:

(i) there is no substantial evidence to support the
i

Commission's jurisdictional finding that waste (as defined in

Section 65-3-3, N.M.S.A., 1953 Comp.) is occurring or will



W
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occur in the South Carlsbad-Morrow Gas Pool unless production

therefrom is restricted pursuant to Section 65-3-13(c), N.M.S.A.,

1953 Comp. ;

(ii) it contains no basic conclusions df'fact re-
quired to support an order designed to protect correlative
rights; and

(iii) it deprives Petitioners of their property
without due process of law in that it does not rest upon an
authorized statutory basis, is not supported by shbstantial

evidence, is incomplete, vague and indefinite.

REVIEW OF THE RECORD

This case must be decided by the Court solely on the
basis of the record made before the Commission without the aid

of any additional evidence outside the record received by the

Commission. Continental 0il Co. v. 0il Conservation Com'n.,

373 P.2d 809. This being the case, a review of the record made
before the Commission is imperative.

-Although the record covers both.the Morrow Pool and
the Strawn Pool in the South Carlsbad Field, the order under
attack pertains only to the Morrow, and only that portion of the
record is pertinent to this proceeding. -

Staff testimony on behalf of the Commission in support
of its action came from R. L. Stamets; Technical Support Chief
for the Commission (Tr. 6-40, 74-8l1) and from Elvis Utz, an
engineer for the Commission. (Tr. 41-73) |

Mr. Stamets produced seven exhibits as follows:

Exhibit 1 - A tabulation of well data listing all wells

by operator or lease name, etc., location of each well, its



elevation, the total depth and his pick of the top of the-
Strawn lime and of the Morrow sand. (Tr. 9)

. Exhibit 2 - A structure contour map of the top of the
Morrow showing wells completed in the Morrow. (Tr. 10-11)

Exhibit 3 - A tabulation of all of the Morrow completions
showing the perforations for each of the wells (Tr. 12) |

Exhibit 4 - a graphic display of the same data as
shown by Exhibit 3 (Tr. 13)

" Exhibit 5 - a log to log comparison of ﬁhe Pennzoil-
Gulf Federal No. 1 well and the Superior 0il Company State No. 1
(Tr. 15-16)

Exhibit 6 - cross-section A-A' (Tr. 16)

Exhibit 7 - cross-section B-B' (Tr. 17)

This witness stated that he did not think the horizontall
limits of the Morrow Pool had been determined and it would be
very difficult to do so - (Tr. 11); the thickness of the Morrow is
quite regulér; there is no one pay zone common to every well in
the pool; there are some isolated pay zones in the pool (Tr. 12);
the wells produce from different intervals (Tr. 14); that all
the wells -shown are all producing from one pool (Tr. 17).

The witness concluded that the Morrow sands show a
considerable amount of thickening and thinning and discontinued
unity over short distances; the porosities vary widely between
wells, the water saturation varies and the formation can be
damaged by drilling operations. (Tr. 18) He says these factors
tend to confuse the reserve calculations. (

On cross-examination, this witness testified as

follows: (Tr. 25-27)



"Q

"A

"Q
"A

"Q

"A

IIQ

"A

"Q

"A

IIQ

Let me read what has been said should be done, it
says: The rules, regulations or orders of the
Commission, so far as it is practicable to do, should
afford the owner of each property in the pool the
opportunity to produce a just and equitable share of
the o0il or gas, or both, in the pool being an amount,
so far as can be practicably determined, and so far
as can be practicable obtained, and which is sub-
stantially in proportion to the continued recovery

of oil and gas, or both, under the property and to
the total recoverable o0il or gas in the pool for this
purpose to use a just and equitable share of the
reservoir energy. Now, I submit that that is a
statement to which you must comply if prorationing
the pool. Can the Commission do this in these two
pools bearing in mind it must be a practicable matter.

Considering the practicability I am going to have to
answer at this time, no. After the presentation of
the Exhibits and the testimony by the other people
who are interested I may be forced to change my an-
swer, but from my own investigation and my own ob-
servations at this time, because of the lack of cores,
and with all of the problems that exist in this
reservoir, I am going to have to answer no right now.

There are logs on every well in the pool?

" Yes.

And geological information can be obtained from
Hobbs; can it not?

Yes, it can.

- If all the logs of the pool were identical then all

the wells would be the same; isn't that right?
You would think so, yes.

Now, if the logs indicated that the interval being
produced was dissimilar from well to well could you
determine from the logs within some reasonable
approximation the amount of recoverable gas in place
under that well?

It's quite possible I could come up with a figure
which I would consider reasonable, but I have a
feeling that every operator in the pool would not
feel it was reasonable.

Mr. Stamets, certain factors relating to information
obtained from logs has been consistently used in the
State of New Mexico for allocating production from
secondary recoverable units; isn't that right?



"A You are speaking of the operators getting together?
"Q Yes.
"A Yes, that's true. There have been meetings of the

minds of people concerned and they have come up with
some parameters which they have all accepted and
these have been used, yes." (Tr. 25-27)

On further cross-examination, this witness testified as followé:

"A Yes. In preparation for this Hearing I talked to as
many people as I could and there was a difference
of opinion on what matrix velocity should be used
and at looking at some of the things that were sent
to me by different companies and comparing that data“
with my data I worked out, and this was admittedly
worked out hurridly, and I found a difference in
the porosity of the calculated water saturation
between the figures I adopted and the figures submitted
by the companies.

"Q And these would be factors in determining reserves?

"A These would be factors. I don't know that if we
all set down together we probably couldn't work this
out and we probably could come up with some parameters
which would be acceptable. I feel that if I developed
the parameters they would not ‘be accepted by the
majority in the field." (Tr. 28)

"Q - These factors that you saw difficult to determine,
-aren't they, as a matter of fact, determined,
whether correctly or incorrectly by engineers in
southeast New Mexico working with the rocks on a
continuous basis?
"A Yes, I would say that is quite true." (Tr. 29)
Commission witness Utz presented three exhibits as to
the Morrow as follows:
" Exhibit 8 a plat of the horizontal limits of the

South Carlsbad Morrow Pool (Tr. 42) on which the well locations

are shown. '
{

)

Exhibit 9 an information sheet listing 15 completed

wells, their location, absolute open flow rateable flow and



acreage factor, shut-in pressure, date of completion, deliverability
at 850 psi, well connection. (Tr. 43-48)

Exhibit 10 calculation of rateable take on a straight

acreage basis. (Tr. 49-53)

This witness does not purport to show the productive
limits of the pool, ohly what is indicated by producing wells. '
(Tr. 43) He' states that by the characterisfic slope of the open
flow tests on the wells, he could predict the deliverability of
the wells at 850 pounds pressure. (Tr. 45-46) He found sub-
stantial differences in deliverability between wells (Tr. 47),
some are "excellent wells" others are "stinkers." From Exhibit 9,
he concluded that "the availability of gas at the well head is
greater than the market demand, the market demand being the
production." (Tr. 51-52)

This witness gave as his reasons for recommending that
the Morrow pool be prorated the following: (Tr. 58) '

"l. There are two pipe lines in each pool, one
pipe line doesn't know what the other pipe line is
~going to take unless we set a figure.

"2. There is one separate connection in the

Morrow Pool and other possible connection in the

Strawn Pool. These pipe lines don't know what to

take and they won't know unless we set a figure.

"3. Probably one of the most important factors

is the penalty factor. There are three wells that

have been indicated as having a rateable take penalty

factor. Rateable take to me means gas proration

allowables set as rateable factors and without knowing
what that figure is I don't know how you are going

to enforce the penalty factor."

This witness on cross-examination stated his conception of market

demand in the following way: {

"Q Well, that would indicate that -- are you saying
that market demand is based on the ability of the



wells to produce rather than on the ability of the =--
the need of the purchaser?

"A I don't think I said that and I don't think the
. Exhibit indicates that, Mr. Spann. What I said was
that the market demand, as far as my job is concerned
is the production in the pool, x amount of production
from the pool is the market demand from the pool.

The market demand from the pool is what the purchaser

chooses to take." (Tr. 68)

As to proration when the market demand exceeds the availability
of supply, this witness testified as follows:

"MR. ALLISON: If the market demand exceeds the
availability of supply does the Commission then prorate the
production in a pool?

"THE WITNESS: Ordinarily no." (Tr. 73)

The Commission then called for testimony from the

pipeline companies taking gas from the Morrow Pool. James L.
Thomas of Transwestern Pipeline testified in response to the

Commission's request as follows:

"Q What volume of gas does Transwestern now take and what
volume of gas does Transwestern anticipate taking
in the future?

"A At the present time we are taking 4100 MCF per day.
Our present need for gas is such that we will purchase
-all available gas used from the area.

"0 You have prepared a plat showing Transwestern's
~gathering system in the area?

"A Yes.
"Q ‘Are you prepared to present it at this point?
"A Yes.

MR. ALLISON: Sir, we would like to have
Transwestern's Exhibit 1 marked.

(Marked Transwestern's Exhibit 1 for identification.)
"o (By Mr. Allison) Would you describe -- {

MR. HATCH: May I interrupt you? Will Exhibit Number 1
be in both cases?



"Q

"A

IIQ

"A

"Q

"A

IIQ

"A

MR. ALLISON: In both cases, if you please, I'm sorry.

(By Mr. Allison) Would you describe the size of the
capacity of Transwestern's system?

In the Carlsbad area, it consists of two eight-inch
lines, running generally northwest from the northeast

corner of Section 3, Township 24, North, Range 27 East.

From our main lateral, we have four-inch

~gathering lines from these eight-inch lines to each

of the connected wells. Our main lateral has a
capacity of approximately 120,000 MCF per day of
which perhaps 90,000 per day would be taken from the
South Carlsbad field area.

If more gas supply becomes available, we expect
our system will enable us to purchase all such gas.

What is the pressure at your gathering system?

At the present time, our gathering system pressure
is averaging approximately seventy-five pounds per
square inch.

Is the gas produced into your system produced at a
plant prior to delivery?

No, all the gas flows through the main system for
delivery, at the present time, to our customer in
California.

Mr. Thomas, are you now purchasing all the gas you
understand to be available from this . . . area?

'Yes, sir." (Tr. 84-86)

Randall Montgomery of Llano Gas Company testified in response

to the Commission's request as follows:

"Q

"A

There was testimony by Mr. Thomas that Transwestern
Pipeline would take all of the gas in the wells they
had contracts with, all the gas these wells could
produce; is Llano in the same situation?

Yes." (Tr. 92)

Cities Service offered testimony of E. E. Taylor, a

geologist, who presented geological data comparable to that pre-

sented by Commission witness Stamets. His testimony commences

on page 96 of the transcript. He concluded that it would be



difficult to determine the exact net feet of pay for an indi-i
vidual well (Tr. 105) and that geologists would disagree as to
the preparation of a net pay isopach (Tr. 106). On cross,
he testified as follows:
"0 Now, as I understand your ﬁestimony, and correct me
if I am wrong, you said you cannot determine the

reserves in the pool?

"A That's what I said =-- I think what I said was that
a net pay map, in my opinion, would be useless for

that.

"Q But there would be other means available for determining
reserves?

"A I suppose there would be if you had sufficient data."
(Tr. 108)

Cities Service also offered testimony of E. F. Motter,
an engineer, who discussed open flow deliverability and concluded
that there was a wide difference between wells in deliverability-
but that deliverability was hot necessarily indicative of
reserves. (Tr. 114) (Tr. 120) He concluded that acreage was
one of the best factors available to show recoverable reserves.
(Tr. 121)

PennzoilQUnited presented the testimony of J. C. Raney,
an engineer. Raney testified that adequate sonic logs are avail-
able from which the hydrocarbon pore volume of the formation could
be determined (Tr. 173); as to determination of reserves, he
testified:

"Q Can the reserves be determined under your formula
with any reasonable degree of accuracy?

"A _ Yes, we feel the properties actually determine or
dictate what gas is in place and this is what our
formula is based on, the gas in place. !

"o And that is the reserve underlying the tract?

"A Yes.

"0 Could you determine reserves for the entire pool by
simple addition of the reserves from each tract?

-10-



."A

"Q

"A

IIQ

"A

"Q

"A

"Q

"A

"Q

"A

Yes.

In your opinion, does this proposal meet the
requirements of the New Mexico Statutes?

Yes, we feel it would." (Tr. 176-177)

[ . . .
-

Is it your testimony that the reserves are proportlonate
to the hydrocarbon pore volume?

Yes, you take into account the porosity of the
available spaces for storage of gas, then you take
out the water saturation and get the hydrocarbon
pore volume.

Has Pennzoil made a determination of the reserves in
the field?

On the data we have available and as far as I can
go, I have made a determination on our well and the
Superior Well and one of the Grace Wells of which
we feel we have an interest in.

Your previous testimony was to the effect that your
method here makes it a simple addition factor to

- determine these reserves?

Yes.

Would it be a simple process from the point where
you stopped your determination?

Yes." (Tr. 178)

Ramey also testified as follows:

H Q

"A

IIQ

IIA

In this field, based on the information available,
why is it necessary to prorate to prevent waste?

I have no technical data to determine at what point
the waste would occur, at what pressure point, and
this requires someone spending some money to go out
and obtain a bottom hole sample and send it to

the lab to determine at what point the reservoir
pressure is likely to begin to drop out.

At this point we do not have enough information to
determine whether proration is necessary to prevent -
waste?

{
Nothing other than our technical backgrounds that
this will occur on. the basis of chemistry, as you
drop the pressure in the reservoir there has to
be some change from gas to liquid. .

-11~
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"0 . But we haven't made tests to deﬁermine whether that
is occurring yet in this field; have we?

"A No.

"Q Now, insofar as the Commission's authority is
concerned, they can prorate production when the
reasonable market demand exceeds -- I mean the
production exceeds the reasonable market demand;
is that right?

"A And the testimony so far is that there are two
purchasers in the field, one can take all the
production from the well which it has under
contract and the other within seven days, will
be able to do so also; so we have a situation wherein
seven days from now the market demand will take care

-of all the production.

Now, under those circumstances, there is no
basis for prorationing; is there?

"A Nothing other than just our belief that if you

produce a well to an excessive capacity then you
will cause reservoir damage." (Tr. 190-191)

THE WASTE ISSUE

Section 65-3-13(c) provides that:

"Whenever, to prevent waste, the total allowable
natural gas production from gas wells producing from
any pool in this state is fixed by the commission in

- an amount less than that which the pool could produce
if no restrictions were imposed, the commission shall
allocate the allowable production among the gas wells
in the pool delivering to a gas transportation
facility upon a reasonable basis and recognizing
correlative rights, ., . ."

A prerequisite for the Commission to prorate or allocate
allowable production among the gas wells in a pool under this
provision is a showing must be made that waste will occur unless
the production from the pool is restricted to less than the pool
could otherwise produce.

Waste of natural gas is defined by Section 65-3-3 as:

-12-



"A. 'Underground waste' as those words are generally
understood in the oil and gas business, and in any
event to embrace the inefficient, excessive, or improper,
use or dissipation of the reservoir energy, including
. gas energy and water drive, of any pool, and the
locating, spacing, drilling, equipping, operating,
or producing, of any well or wells in a manner to
reduce or tend to reduce the total quantity of crude
petroleum oil or natural gas ultimately recovered from
any pool, and the use of inefficient underground
storage of natural gas.

"B. 'Surface waste' as those words are generally
understood in the oil and gas business, and in any
event to embrace the unnecessary or excessive surface
loss or destruction without beneficial use, however
caused, of natural gas of any type or in any form or
crude petroleum o0il, or any product thereof, but
including the loss or destruction, without beneficial
use, resulting from evaporation, seepage, leakage or
fire, especially such loss or destruction incident to
or resulting from the manner of spacing, equipping,
operating, or producing, well or wells, or incident to
or resulting from the use of inefficient storage or
from the production of crude petroleum oil or natural
gas in excess of the reasonable market demand.

"E. The production in this state of natural gas from

any gas well or wells, or from*any gas pool, in excess .
of the reasonable market demand from such source for
natural gas of the type produced or in excess of the
capacity of gas transportation facilities for such type
of natural gas. The words 'reasonable market demand,'

.as used herein with respect to natural gas, shall be :
construed to mean the demand for natural gas for reasonable .
current requirements, for current consumption and for
use within or outside the state, together with the
demand for such amounts as are necessary for building
up or maintaining reasonable storage reserves of
natural gas or products thereof, or both such natural
gas and products."” .7

The order in question contains the following findings

in respect to waste:
"(66) that waste is occurring in the subject pool.
"(67) That in order to prevent waste and to ensure that
all owners of property in the subject pool have thei

opportunity to produce their share of the gas, the
subject pool should be prorated in order to limit

-13-



the reasonable market demand for gas from that tract
~that can be produced without waste.

"(78) That in order to prevent waste the total
allowable production from each gas well producing
from the subject pool should be limited to the rea-
sonable market demand for gas from that well.

"(79) . That in order to prevént waste the total
allowable production from all gas wells producing
from the subject pool should be limited to the
reasonable market demand for gas from the pool.

"(80) That in order to prevent waste the total

allowable production from gas wells in the subject

pool should be limited to the capacity of the gas

transportation system for the subject pool's share

of said transportation facility."

Petitioners respectfully submit that there is no
evidence, much less any substantial evidence, in the record to
support these findings.

There is no probative evidence that any sort of

"underground waste" is likely to occur in this reservoir. There

is likewise no evidence of any "surface waste" occurring or likely

to occur in this reservoir. There is likewise no evidence that
there will be production of natural gas in excéss of the rea-
sonable market demand. The evidence is exactly the opposite.
The Commission called witnesses testifying to the amount of gas,
the pipeline purchasers would take who were positive that the

pipelines would take all available gas. This completely

eliminates thevpossibility of statutory waste. These findings
are simply not supported by the record but are contrary to the
testimony of the Commission's own witnesses.

The Commission's findings in respect to reasonable
market demand are completely contrary to the record. The find-

ings as to market demand are as follows:

-14-



"(43) That the reasonable market demand for gas from
the wells in the South Carlsbad-Morrow Gas Pool
connected to the Transwestern system is substantially
less than 41,000 MCF per day.

"(44) That the reasonable market demand for gas

from the wells in the South Carlsbad-Morrow Gas Pool

connected to the Llano system is substantially less
~ than 25,000 MCF per day.

"(45) That the reasonable market demand for gas from
the wells in the South Carlsbad-Morrow Gas Pool connected
to both systems is less than 66,000 MCF per day.

"(46) That the wells in the South Carlsbad-Morrow Gas
Pool connected to the Transwestern system are capable
of producing gas in excess of Transwestern's reason-
able market demand for gas from those wells.

"(47) That the wells in the South Carlsbad-Morrow Gas
Pool connected to the Llano system are capable of
producing gas in excess of Llano's reasonable market
demand for gas from those wells.

"(48) That the wells in the South Carlsbad-Morrow

Gas Pool are capable of producing gas in excess of

the combined reasonable market demand for gas from the

South Carlsbad-Morrow Gas Pool.

"(58) That the reasonable market demand for gas from

a well that is that well's fair share of the total

market demand for gas from that pool that can be pro-

duced without waste. :

"(59) That gas is being produced from some wells in

".the subject pool in excess of the reasonable market
demand for gas from those wells.

"(60) That gas is being produced from some wells in

the subject pool in an amount less than the reasonable

market demand for gas from those wells."

In the face of the testimony of the pipeline witnesses
that they are in position to take all available production,
these findings are completely arbitrary and capricious. There
is no basis whatsoever for the finding of specific MCF figures
on market demand as the Commission has done. There is no evi-
dence whatsoever that any well has not been able to produce

all the gas its operator desires to produce. There is no testi-

mony from any operator that he had gas deliverability from his

-15-
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wells that he could not use because of lack of market. There
is no evidence that in fact indicates this.

- It is true that Mr. Utz has constructed theoretical or
hypothetical deliverability figures based on the open flow tests
using some sort of graph and an assumed back-pressure of 850 pounds.
The actual performance of the wells does not conform with these.
theoretical figures. The market had absorbed the actual déliver-
ability of the wells to the date of the hearing, and the prospectiﬁe‘
market as forecast by the pipeline purchasers would likewise
;bsorb all the actual deliverability of the wells.

The order in question simply cannot be supported on»

any theory of waste or production in excess of market demand.

THE CORRELATIVE RIGHTS ISSUE

The burden the statute places on the Commission when
it undertakes to prorate gas to protect correlative rights is '

stated explicitly in Continental 0il Co. v. 0il Conservation

Com'n., supra, as follows:

". . . In order to protect correlative rights, it

is incumbent upon the commission to determine, 'so
far as it is practical to do so,' certain foundationary
matters, without which the correlative rights of the
various owners cannot be ascertained. Therefore, the
commission, by 'basic conclusions of fact' (or what
might be termed 'findings'), must determine, insofar
as practicable, (1) the amount of recoverable gas
under each producer's tract; (2) the total amount

of recoverable gas in the pool; (3) the proportion
that (1) bears to (2); and (4) what portion of the
arrived at portion can be recovered without waste.
That the extent of the correlative rights must first
be determined before the commission can act to pro-
tect them is manifest." (p. 814-815)

{
The Commission, in the order under attack here, has

made no finding as to the amounts of recoverable gas in the

pool, or under the various tracts; it made no finding as to the

-16~-



amount of

gas that could be practicably obtained without waste.

The Commission has attempted to evade this responsibility by

casting aside all the parameters indicative of reserves in

place except surface acreage. The series of findings which

attempts this ploy is as follows:

developed.

"(69) That the subject pool has not been completely .

"(70) That production from the Morrow formation in the
subject pool is from many separate stringers which vary
greatly in porosity, water saturation, and thickness,

both within individual stringers and between stringers.

"(71) That the above-described stringers are not
continuous across the pool, but are interconnected
by the perforations in the various completions in
the pool.

"(72) That due to the above-described variations in

the stringers and the lack of continuity of the stringers,
the effective feet of pay, porosity of the pay, and

water saturation of the pay underlying each developed
tract cannot be practically determined from the data
obtained at the wellbore. '

"(73) That there are recoverable gas reserves underlying.
each of the developed 320-acre tracts within the hori-
zontal limits of the subject pool; that there are 15
developed 320-acre tracts in the pool as defined by

the Commission.

"(74) That due to the nature of the reservoir the
amount of recoverable gas under each producer's tract
cannot be practically determined in the subject pool
by a formula which considers effective feet of pay,
porosity, and water saturation.

"(75) That due to the nature of the reservoir the
amount of recoverable gas under each producer's tract

. cannot be practically determined in the subject pool

by a formula which considers only the deliverability .
of a well.

"(76) That the amount of gas that can be practicably
obtained without waste by the owner of each property
in the subject pool substantially in the proportion
that the recoverable gas under his tract bears to the
total recoverable gas in the pool can be practically
determined best by allocating the allowable production

-17-



among the wells on the basis of developed tract

acreage compared to total developed tract acreage in

the pool.

- "(77) That considering the nature of the reservoir

and the known extent of development, a proration formula

based upon surface acreage will afford the owner of

each property in the pool the opportunity to produce
his just and equitable share of the gas in the pool

so far as such can be practicably obtained without

waste substantially in the proportion that the re-

coverable gas under such property bears to the total
recoverable gas in the pool."

This was done in face of the fact that the Commission's
own witnesses admitted that reserve calculations, although diffi-
cult, could be made and in face of the testimony of witness Raney
that all the parameters necessary to compute reserves were avail-
able. The Commission went to surface acres in the measure of
reserves in face of the testimony of its own witnesses that the
Morrow sand was discontinuous and varied greatly in thickness
from well to well which made it obvious that reserves varied
substantially from acre to acre. The Commission has assumed
when it adopted the surface acre formula that each acre contains
the same recoverable reserve. The wide disparity in deliverability
between wells renders this assumption erroneous on its face.

This is also contrary to the Commission's solemn finding in the

order under attack in Continental where the Commission said

there is a general correlation between the deliverabilities of
the gas wells and the recoverable gas in place under the tracté
dedicated to the wells. |

Section 65-3-13(c) Sgys for the Commission to give
equitable consideration to acreage, pressure, open fléw; porogity,
permeability, deliverability and quality of the‘gas. It was |

brought out that along with acreage, the Commission had available

P
£l x
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to it pressures, open flow calculations and deliverability of

the wells. It also had available electric logs which indicated
porosity. It also had available all the tools which were in use
daily in southeastern New Mexico in the calculation of reserves.
The Commission discarded all these factors and took refugé from.

the pronouncement of the Supreme Court in Continental by saying

it was not able to compute reserves.

As Petitioners read Continental, no such refuge is

available to the Commission. It must make the basic findings

where it is possible to do so. The record and the Commission's
own witnesses make it clear that such can be done for the Mofrow
Pool.

The Commission made some findings as to correlative.
rights as follows: .

"(61) That gas is not being taken ratably from the
various producers in the pool.

"(62) That there are owners of property in the subject
pool who are being denied the opportunity to produce
without waste their just and equitable share of the

gas in the pool.

"(63) That there are owners of property in the sub-
ject pool that are producing more than their just and
equltable share of the gas in the pool.

"(65) That the .correlative rlghts of some producers
in the pool are be1ng violated.-

"(68) That to ensure that each owner of property in
the subject pool has the opportunity to produce that
. amount of gas that can be practicably obtained without
waste substantially in the proportion that the recover-
able gas under his tract bears to the total recoverable
gas in the pool, the subject pool should be prorated

in order to limit the amount of gas to be produced

from the pool to the reasonable market demand and the
capacity of the gas transportation facilities. {

"(84) That in order to ensure that each operator is
afforded the opportunity to produce his property

-19-



)

ratably with all other operators connected to the

same -gas transportation facility, allowable production
- from the pool should be prorated to the various pro-
ducers upon a just and equitable basis.

"(85) That the adoption of a 100% sufface acreage
formula for allocating the allowable production in
the subject pool will, insofar as is presently
practicable, allow each operator the opportunity to
produce his property ratably with all other opera-
tors connected to the same transportation facility.
Unless the Commission finds the relative reserves
under the several tracts, there is no way to tell whether gas

is being taken ratably (whatever that means) or not. Until the
Commission determines the relative shares of the several owners,
there is no way to find that some are not getting their just and
equitable share of the gas in the pool. Until an owner's pro-
portion of the recoverable share of gas in the pool is determined,
there is no way to determine whether he is being allowed to
produce such share. The 100% surface acreage factor simply
begs the question. No witness testified that each acre was
equal as to recoverable reserves. The fact that the wells range
from "excellent" wells to "stinkers," reflects that surface
acres do not reflect recoverable reserves. The same is true of
the unchallenged testimony as to isolated sections of pay,
discontinuity of pay and variations in thickness of pay.

The statute and the decision of the Supreme Court of

this state do not permit the Commission to evade its responsi-

bility. Under Continental, the order is void.
The Commission also made some findings as to drainage
as follows:
;

"(64) That drainage is occurring between tracts in
the pool which is not equalized by counter drainage.

-20-



"(82) That in order to prevent drainage between

tracts that is not equalized by counter drainage the

allowable production from the pool should be prorated

to the various producers upon a just and equitable

. basis.,.

"(83) That the adoption of a 100% surface acreage

formula for allocating the allowable production in

the subject pool will, insofar as is presently practi-

cable, prevent drainage between producing tracts which

is not equalized by counter-drainage."

Here again, until relative reserves have been established,
drainage cannot be determined as a fact. The finding that a
100% surface acre formula will prevent drainage is purely a
self-serving declaration with no foundation in this record. The
Commission witnesses were not able to state with any conviction
that there was effective communication in all zones between wells.
The pressure data certainly does not support any finding of
communication between wells which would be indicative of drain-
age. Since surface acres are not truly reflective of reserves,
the likelihood of drainage using this formula is just as great
as with no proration. At least with no proration, each well
produces to the extent of its capacity and to that extent re-
ceives equal opportunity. Allowing wells completed in the thin
portions of the pay to produce to capacity while wells completed
in the thick portions of the pay are restricted is not an equitable

application of the statutory factors the Commission is charged

with considering.

CONCLUSION

Petitioners respectfully submit that the record will
i
not sustain the findings upon which the order in question is

predicated. There is no substantial evidence as to waste which
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would require proration. The orderAdoes not contain the basic
statutory requirements for a correlative rights order, and the
QOmmission cannot lawfully evade the requirement that it make
relative reserve determinations when it allocates production to
protect correlative rights.

Even if reserve determinations are difficult, they
are being made and accepted in the gas industry in New Mexico
based on the same data available to the Commission. The statute
requires an effort on the part of the Commission to make the
findings and a mere self-serving statement of difficulty is not
enough. Certainly the statute requires the Commission to use.
all the data available and to make at least a best efforts
finding of reserves. Certainly the adoption of a formula based
on one element of the calculation of reserves which according
to the findings of the Commission is inexact will not meet the
statutory test.

The Court should hold that Order No. R-1670-1 is void.

Respectfully submitted,

Lon P. Watkins

C. C. Small, Jr.
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South Carlsbad production vs allowable analysis for
September 1972, thru June 1973.

Allowable calculation September thru December, 1972.

Total Pool Production 5,981,012
Marginal Production 1,489,230
Non-Marginal Production 4,491,782

Divided by non-marginal acreage
Factors of 5.94 equals

Allowable for Factor of 1.00 = 756,192

Factor of .25 189,048
" .51 385,657
" v .97 597,391
" " .98 741,068

Allowable calculation January thru June, 1973.
Total Production (est.base Jan.) 13,771,038
Marginal production 3,728,684
Non-marginal production 10,042,354
Divided by Non-marginal acreage

Factors of 5.48 equals

Allowable for Factor of 1.00 1,832,546

Factor of .97 1,777,569
" " .51 934,598
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Gas Well Operator Set
ToAppeal Prora’uemﬁgﬁ

SANTA FE, N.M. (AP) —A
Carlsbad natural gas well
operator said Thursday he will
appeal a district court decision
urholding an Qil Conservation
Commission order that estab-
lished gas prorationing m the
South Carisbad-Morrow gas
pool.

Michael P. Graee of Carls-
bad said he will appeal to the -
New Mexico Supreme Court a
June 4 decision by Dist. Court
Judge Paul Snead of Rosweld

guise of conservation,
~ Grace's statement said.

: “At a time when the mation -

is faced with a-dire emergy cri-
sis, New Mexico should not be ..

hoarding its resources in the

The OCC held hearings dn
prorationing of the South

%e %1 %asa Times

v fallowing Septernber.

U
e

Carlsbad ﬁze]d in April 1972
and its order establi shing pror-
ationing was issued in May
1972, to be come-effective th

- Grace ovizined a stay of he
order last August. The stay
was dissolved last month.

affirming the OCC order.

Friday, June 8 1973

T Page 1-B

“I'm not opposed to inteli-
cent prorationing,’”’ Grace said
Thursday in a statement
issued m Santa Fe. “It's nec-
essary for eifecttve conserva-

" tlon.”

But, the statememt said, ‘I
am opposed to political prora- :
tioning as practiced by our
state’s - Oil Conservation Com-
mission.”

“In prorationing the South  §

Carlsbad-Morrow gas field last.:
year, the commission ttagrant---

ly violated the mandate of the =

New Mexico Supreme Court, 3
which has said that. the comw
mission - must " determiné - rewi;
serves ina field before making
a finding for proratmg,:’Grace

said. s
“The. cornmrss:on’s owmn vnt—

nesses - testified * that- this bad <
not been- done before: the-pror-3
ationing order was issued fast”;
vear, In fact, it'has mtbeen

done to this d'ay," he sauL T

|




LAW OFFICES

LOSEE & CARSON, P.A.

A.JS. LOSEE 300 AMERICAN HOME BUILDING AREA CODE 505
JOEL M.CARSON P.O. DRAWER 239 746-3508

ARTESIA, NEW MEXICO 88210

12 June 1973 13073

Mr. A. L. Porter, Jr.

0il Conservation Commission
P. O. Box 2088

Santa Fe, New Mexico 87501

Dear Pete:

Enclosed herewith, you will please find copies of Judge
Snead's remarks concerning the effect of the dissolution

of the stay order. After reviewing these remarks, please
call me so that we may decide how to approach David Norvell
about withdrawing his "opinion" on the matter. I suspect

a face-to-face discussion would be preferable, but I do not
plan on being in Santa Fe until June 27. At any rate,

give me a call and we will discuss the same.

Enclosed is a clipping from the El1 Paso Times of last
Friday, revealing that the Commission's "friend" has also
become a vociferous press agent.

Very truly yours,

LOSEE & CARSON, P.A.

A. J. Lojee

AJL:jw
Enclosures



MICHAEL P. GRACE II et ux vs. OIL CONSERVATION

COMMISSION

OIL CONSERVATION COMMISSION
CASE 4693
ORDER R-1670-L
DISTRICT COURT
County of Eddy
CASE 28181
APPLAL BY MICHAEL GRACE
Subject of Case:

Morrow = South Carlsbad
Proration

Othwr Parties:

éity Service
City of Carlsbad

Opposing Counsel:
Lon Watkins {Grace)

Michael F. McCormick (City of Carlsbad)
William J. Cooley (Grace)

Other Counsel of Record:

A. J. Losee (01l Conservaticn Commission)
Jason Kellahin (Cities Service)



Michael P. Grace June 7, 1973
Carlsbad, New Mexice
Tel. 505-887-5561

Capricious and politicully-motivated prorationing by the New Mexico
0il Censervation Commission is going to hasten Federal intervention im this
regulatory area, which has long been a prercgative of the state, an
independent New Mexicu gas producer said today.

tiichael T+ Grace, who cperates in the Scuth Carlsbad field, made the
charge in announcing that he proposes to appeal a ruling of District Judge
Paul Snead, of Roswell, on Tuesday (June &), upholding the prorationing of
the South Carlsbad-Morrow gas pool by tne 0il Conservaticn Cummissicn. The
appeal would be made to the New Mexico Supreme Court.

"] an not cpposed to intelligent prorationing; it's necessary for
effective conservation, but I am cpposed to political prorationing as
practiced by our state's 0il Conservation Commission," Grace said. "In
prorationiug the South Carlsbad-Morrow gas field last year, the Ccmmissicn
flagrantly violated the mandate cof the New Mexico Supreme Cuurt, which has
said that the Commission must determine reserves in a field before making a
finding for ororationing,'" Grace pointed out.

“The Cutcnission's own witnesses testified that this had nut been done
before the prorationing order was issued last year. 1In fact, it has not been
done to this day.

"Further, witnesses brought in by the Commission from the two pipe line
companies then serving the field, testified that they could take all the
gas produced from the field, thus there would be no waste from the wells, as
the Commission maintained. Sinee the Commission's ruling, a third pipe line
has cume into the field," Grace pointed out.

"At a tlize when the Nation is laced with a dire energy crisis, New Mexico
should not be lwarding its rescurces in the guise cf conservatioun,' Grace
reiterated. '"0il and gas are national resources."

The Commission originally held hearings on the South Carlsbad field in
April, 1972, and its prorationing order was issued in May, to become
efifective September l. Grace obtained a stay order by the courts upon the
ruling in August.

The stay was dissolved by the District Court last month (May, 1973).
The hearing before Judge Snead on Tuesday, June 4, was on the question of
whether the Commission had followed the proper procedures in determining if
the field should be prorated.



No. 28181
SUBPOENA DUCES TECUM MYERS PRINTING €O.

THE STATE OF NEW MEXICO

To ~MR. A, L. PORTER, Jr., Secretary of the 0il Conservation

_Commission of New Mexico GREETING:

before the District Court within and for the Fifth Judicial District of the State of New Mexico, at the Court

House, in the County of Eddy, then and there to testify in the case of..Mighael P.. Grace, II,.
et al vs.0il Conservation Comm. ,‘on behalf of

the.. . Fetitioners. . ... and also that you bring with you and produce at the
time and place aforesaid_fif.r.-:s'i..l.".l.S.C.i_C._.iP_t--.Q.f...the_..hﬁaring..Im«.l{..-.hy.--.the-.Qil-..Conser.va,t,ign
Coranission in Hobbs, ..M. upon_ the Comunission's. own.Notion-to.considcer.-

instituting gas prorationing in.the South Carlslad's=ilo.rrowsas.Pool._in

Eddy County, N.M. anl out_of which hearing Commission's QOrder.No..RB=1670-L

And this do you under penaity of the law

WITNESS The Hon. Paul Snead , Judge of the Fifth
Judicial District Court of New Mexico, and the seal of said District
Court, this. -2 _day of June A.D. 1973

FRANCES M. WILCOX
District Court Clerk

A S o e v

Deputy















LAW OFFICES

LOSEE & CARSON, P.A.
A J.LOSEE 300 AMERICAN HOME BUILDING AREA CODE 508
JOEL M.CARSON P.O. DRAWER 239 746-3508

ARTESIA, NEW MEXICO 88210

24 April 1973

Mr. A. L. Porter, Jr., Secretary-Director
0il Conservation Commission of New Mexico
P. O. Box 2088

Santa Fe, New Mexico 87501

Re: Michael P. Grace II et ux vs. 0il Conservation
Commission et al, Eddy County No. 28181

Dear Mr. Porter:

We herewith enclose a xerox copy of the Order entered on April
11, 1973, by Judge Paul Snead, which, among other things,
dissolved the temporary stay order entered in the above case
on August 31, 1972.

Also enclosed is a memorandum which Mr. Carson has written

to me on the effect of the enclosed order. It would appear

that the dissolution of the stay order had the effect of
instituting prorationing in the Carlsbad-Morrow field, effective
September 1, 1972.

Very truly yours,

LOSEE & CARSON, P.A.

A. J osee C"\Zf

AJL:jw
Enclosures



Baarte =

_VS.

IN THE DISTRICT CQURT OF EDDY COUNTY
STATE Or NEW MEXICO
MICHAEL P. GRACE II and
CORINNE GRACE,
Petitioners,

No. 28181

OIL CONSERVATION COMMISSION
OF NEW MEXICO,

Respondent,
and
CITIES SERVICE OIL COMPANY

and CITY OF CARLSBAD, NEW
MEXICO,

e e e e e e N’ el e’ et e e N e’ Nt Sl el Nt

Intervenors.

ORDER DENYING MOTION TO QUASH
AND DISSOLVING TEMPORARY STAY ORDER

THIS MATTER came on for hearing on March 7, 1973,
on the motion of Respondent to vacate temporary stay ordér
or to post bond and on the motion of Petitioners to quash
the motion of Respondent to vacate temporary stay order or
to post bond, Petitioners, Respondent and Intervenors appear-
ing by their counsel of record, and the Court having cpnsider
the motions, affidavits, documentary evidence, tesfimony of
sundry witnesses‘and the arguments of counsel, finds that
the motion to quash should be denied and the motion to vacate
temporary stay order should be granted.

IT IS, THEREFORE, ORD j}’FD hy the Court that the
motion of Petition=rs to guash the Respondent's motion to |

vacate temporary stay order be, and ths same is hereby, de

S 97—7?%?4/
j) Eorer / ﬂf.f'/é

ed

nied.




IT IS FURTHER ORDERED by the Court that the temporary
stay order entered by this Court on Rugust 31, 1972, be, and
the same is hereby vacated and dissolved.

DATED this april [l , 1973.

oot e/

I

District Judge
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LAW OFFICES
[

LOSEE & CARSON 7? A.

7

LOSEE 300 AMERICAN HOME BUILDING : ° AREA CODE 505

JOEL M. CARSON P.O. DRAWER 239 . 746-3508

ARTESIA, NEW MEXICO 88210 T
L epeis
[

[
t

4 2pril 1972

The onorable Paul Snead

UDigtrict Judge

Crhaves County Courthouse

roswell, New Hexico 88201

Re: Michael P. Grace et ux vs, Cil Congervation
Commission et al, Eddy County No. 28181

Dear Judce Znzad;

The Petitioners' Motion to Quash was heard on March 7, 1373,
and denied. On the same day the Court heard the Regpondents'
Motion to Vacate the Stay Order and granted said motion. On
sarch 12, I received a copy of Lon Watkins' letter to the Court
reqguesting 10 days to file findings. At the expiration of

said 10-day period, and on March 22, 1973, T submitted to Lon
watkins, with copies to the other ccocunsel of record, the pro-
posed Order Denvinag Motion to Quash anéd Dissolving Tewporary
Stay oOrdar.

Although I had a telephone conversation with Lon on akout

March 27 or 28, in which he advised that he was approvinae the
rder as to forr and submitting it to other counsel. I have

not vet receiveé the order approved as to form, and after
repeatec efforts I have been unable to contact lon Watkins by

tulephone. Both Jason Kellahin and Mike ¥cCorrick have already

advised me that the order is approved as to form.

In view of the foregoing, I herewith enclose proposed Qrder
Denving Motion to (uash and Dissclving Temporary Stay Order,
identical to that gubmitted to 211 counsel of record on Harch
23, 1973, with a2 raquest that yvou sign the order as submitted
ani advise the parties that it has been sioned and filed.



The Lonoralile Paul Snead 4 April 1973
-2~

Thaukx you in advance for your ceonsideration to this request.

Very truly yours,

LOSEL & CA REC P.A.

/ C’s\é u,

A. J. Losee

AJL: Jw
inclogure

¢Cc: Mr. Lon P. wWatkins
Mr. Michael F. ¥cCormick
Mr. Jason W. Xellahin
Mr. 5ill Carr
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LAW OFFICES

LOSEE & CARSON
A.J.LOSEE 300 AMERICAN HOME BUILDING AREA CODE 505
JOEL M. CARSON P. O.DRAWER 239 746-3508
ARTESIA, NEW MEXICO 88210

23 #arch 1973

Mr, Lon F, Watkins
rttorney at Taw
122~1/2 ¥orth Canyon
Carlsbad, ‘ew Mexico

Re: Michael P. Grace II et ux vs. 0il Conservation
Commission of ™ew “exico et al, rddy “ounty
YIo, 28181

Near Lon:

On March 12, 1973, you requested 10 days to file findings.
This time has now expired and accordingly, I have prepared
and herewith enclose proposed Order Denying 'otion to Quash
and Tissolving Temporary Stay Order. If the same meets

with your approval, please approve the original and deliver
it to Mike ’cCormick for his approval and transmittal to
Jason Xellahin. When the order has been approved by Jason,
I ask that he send it directly to Judge Snead for his signa-
ture and filing in the case. Please ask the Judge to advise
all parties when it has been signed and filed.

Please let me have a copy of your transmittal letters so
that I nay know the progress in securing approval of the

crder.
Very truly yours,
LOSEE & CARSON, P, A.
AJL: 3w
Enclosure

sc: Mr. Jason W. Fellahin w/enclosure
“r. 4ichael F. HcCormick w/enclosure
bece: Mr. Bill Carr w/enclosure
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I TEE GISTRICT COURT OF EDDY COUNTY
STATL OF UEW MEXICOD
HICHAEL P. GRACE II and
CORINNE GRACE,
Patitioners,
Vs, Ho. 28181

OTL COHSERVATION COMMISSION
OF NEW HZXICO,

Pespondent,
and
CITIES SERAVICE OIL COMPARNY

and CITY OF CARLSBAD, XNEW
“EXICO,

VT N e e S Nt e et Sns” Nt et wat el Nt Nl Vgl S P

Intervenors,

ORDER DEXYING HOTION TO QUASH
ARD DISSOLVING TEMPORARY STAY ORDER

THIS MATTER came on for hearing on March 7, 1973,
on the rotion of Respondent to vacate temporary stay order
or to post hond and on the motion of Petitioners to guash
the motion of Wespondent to vacate temporary stay order or
to post bond, Petitioners, Respondeant and Intervenors appsar-
ing by their counsel of record, and the Tourt having considered
the motions, affidavits, docunmentary evidence, teatirony of
sundry witnesses and the arcuments of counsel, finds that
the motion to guash should he denied and the motion to vacate
temporary stay order should he cranted,

IT IS, THEREFPORE, ORDERED hy the {ourt that the
motion of Petitioners to guash the Respondent's rotion to

vacate termporary stay order he, and the same is hereby, denied.



IT IS FURTHER ORDERED by the Court that the temporary
stay order entered by this Court on >ugust 31, 1972, be, and
the same is haereby vacated and dissolved.

JATED this wmarch _ , 19873,

sistrict Judge

APPROVED AS TO PORM:

Lon P, Watkins, Attorney for

Patitioners
)
gf fi '/’

AL T, L c§;$pe¢failha;fgiant
Attorney General Tepresenting
the Nil Conservation Cormigsion

of Yew dexico

ichael F. scCormick, Attorney
for Intervenor City of Carlshad,
New Hexico

KELLAHIN & FOY

By:

Attorneys for Intervenor
~ities Service 0il Company
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A.J.LOSEE

JOEL M. CARSON

LAW OFFICES

LOSEE & CARSON '

300 AMERICAN HOME BUILDING AREA CODE 505
P.O.DRAWER 239 746-3508
ARTESIA, NEW MEXICO 88210
28 Febrgfl

Mr. Jason W. Kellahin
Kellahin and Fox

P, O. Box 1769

Santa Fe, New Mexico 87501

Mr. Bill Carr, Attorney
0il Conservation Commission
P. O. Box 2088

Santa Fe, New Mexico 87501

Gentlemen:

Enclosed is the Graces' Motion to Quash the Commission's
Motion to Stay or Post Bond.

Very truly yours,

LOSEE & CARSON, _P.A.

EJL 3w

Enciosure
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R e 17 oy
STATL CF BEd BEXICO

V\)Z‘l..al. X G:‘L.C.—,
}
Petitionars,
)
V3. ¥o. 28181
)
GI \Jv v-—-a? 4 —:IC: C:)}:’ZFL»-I\”S
0F 3 ¥EXICO, ]
Raspondant, }
and )
VIR e T 1. > e \
ViLLA LI it L)y H
intervenor, )

U2TION TO OUASH

CUlll HEW petltionsrs and state to ths Court:

1. 7Zhat respondent herstolors iacsued its Order Xo. R-1670-L
prorating sas production ir the Scuth Carlsbad=liorrow 2o0l. Said Crder
was to take effsct on September 1, 1672,

2. That petitioners filed = Xotion for Stay of said prorationing
order on sugust 31, 1972 in the District Court of Zddy County, New lexico
bsfore Judge D, D. Archer which was granted by saild Judge .rcher end on said
date ke signed an Order staying the'proration order.

3. Thet said Judge .acher axerclised his discretion in the premises
and in 1gsuing said Oxdexr in thet hs detarﬁined tﬁat sald prorationing order
should be stayed and that no bond should be required of the petitioners here-
in.

Ae That thereafter respondent filed a diséualirication of Judzs
Archer and Judge . rcher recused himself from trial of this cause.

5. That Judge Paul Snead, Judge of the Chaves Counidy Court of the
Stats of Hew Mexico, has taken jurisdiction of this cause,

6. That respondent hes filed e Motion To Vacate said Order or to

quire petitioners to file e bond, which has been set for heiring on iarch
7, 1573.



7. That Judge Sased is without jurtisdiction to hear 2aid Hotion
To Vacate for ths rsason that both Judgms ,rohexr and Judzge Snend sre of
vqual stalure in the Flzeh Juliclinl District and Judgs Snend is without
euthority or Suriasdiction to ohonge the Itay Order 153\_:56 by Judge g—-.rctze;'
aad :ss;cndent's only rTenedy i3 through aspeal of zald Stay Ordar.

8, That this cause 1s set Por trizl on its merits on June 5, 1973.

SIEREFORE patiticners pray that gll xotions £ilad in this csuse
relative 20 vacating or d4s30lving or rejuiring 2 bond from tha patitionars
be quashed for leck of jurisdjction, snd that this cause de hsld in abaeysnoe

until s8id czuze 13 47124 on 1ts nerits,

LOM F. ¥ATYINS
122 3 .orta Ganyon
Carlabad, New Hexico 88x0

BUAR & COOLEY
152 fetroleun Center Suilding
Furmington, Hew dexico E7L01

Attorneys for vetitioners



IN THZ DISTRICT COURT CF LDDY COUNTY

STATE OF NI MIXICO

HES P-4

#ICHALL Po GR-CE IT end )

CORLmNE Ciilh, )
7etitlicners,

VS, ’ t:o; 28181

015 COHOCIHV..TICN CCuMISSION )

OF N=W HEXICO, )
Respondent, )

and )

CITY OF C:iRLS3AD, NEW¥ MEXICO, )
Intarvenor. )

OTICE

I

Kotice 1s hersby givern thet the within Motion to Zuash will te
heard before Judgs Peul Snead in Roswell, New Mexico on Friday, March 2,
1973 at 2:00 p. n.

10N 2. raTEING  attorney for Petitionera

122 § North Canyon Carlsbad, New Lezico
£8220

. R g G = e RS W v S —

The undersigned hersby certifies thaut a trus copy of the foregoisg

Notice was served upon i, J. Losee, LOSEZ & CiRS(, attorneys Tor respondent

and upon Michasel kcCornick, BLENDEM, MCCORIICK & NORRID

» 8ttorneys for

intervencr, City of Coxrlshad, by ..ailinb & trues copy of the sume to their

respective addrssses on February 27, 1973.

LCJ e nd&.\&.—\b r‘ttomey 4.01' ’Gti'blonerb

122 ) North Canyorn Carlstacd, New lexico
ge20



PATL SNFaDp
OIsTRICT JUDGE

C.G.Brair

CAUAT RIAO=TER

2/15/73

cC:

‘ CHAMB3ERS
IXFTH JUDMJxLIheruanOUhr
STATE OF tZw MXICO -
RoswerL,New Mexzco
88201

February 13, 1973

Burr & Cooley
Attorneys at Lay
152 Petroleum Center Bldg
Farmington, New Mexico 87401
Mr, Lon P. Vatkins
Attorney at Law

22 N. Canyon -
Carlsbad, New Mexico 88220

Kellahin & Fox

Attorneys at Law

P. 0. Box 1769

Santa Fe, New Mexico 87501

Losee & Carson
Attorneys at Law
P. 0. Drawer 239

Cormmission, Eddy County No,

rtesia, Newy Mexico 88210
Re: Grace et ux vs.
Gentlemen:
Please

pending in the above styled cause, at

ﬁnhjfﬁfﬁ~fmﬁrﬁ

POST OFFICE BOX:

1778
TELEPHONE -,
€22~2212 -

AL | e
3ﬂ!

0il Conserﬁation
28181

be advised that I will hear all Motions
the Courthouse,

Carlsbad, Eddy County, New Mexico, on Wadnesday, March

7th, 1973, at the hour of 10:00 A.M.
Very truly yours, é§7
~
N A
7,
e
e ﬁ//
Dlstrl Jud”e )
PS:b
Cc: Mrs. Francis M. Wilcox, Clerk

Mr. A. L. Porter, Jr.

(Mr. Bill Carr



KELLAHIN AND FOX

ATTORNEYS AT LAW
500 DON GASPAR AVENUE
JASON W, KELLAMIN POST OFFICE BOX (789

ROBERT E.FOX SANTA FE, NEW MEXICO 8750!
W.THOMAS KELLAHIN

TELEPHONE 982-4315

@

—

(et

=5

=g

AREAa CODE 505

Jaragary 31, 1973

Honorable Paul Snead
District Judge

Chaves County Courthouse
Roswell, New Mexico 88201

Re; Michasl P. Grace II et ux vs. 0il Conservation
Cormiszion of Hew Mexico, District Court of

Dear Judge Snead:

The above case is pending before you on disqualifica-
tion of Judges Archer and Nash, and I recently received
Notice of Setting of this case for June 5, 1973 in Carlsbad.
I am representing Cities Service 0il Company in the matter,
Judge Archer, prior to his disqualification, entered an order
staying the effect of New Mexico 0il Conservation Commission
Order No. R-1617-L, in an ex parte proceeding and my file
shows that the 01l Conservation Commission has filed a Motion
to Vacate this tempcrary stay order, or to post bond.

My client is of the opinion that this pool will be seri-
ously depleted if the stay order remains in effect for any
length of time, and we request that the Commission's motion

to vacate tne stay order be set for hearing as scon as possible.

Cities Service filed a petition to intervene in the abovs
case, to which the Petitioner, Michael P. Grace II and Mxs.
Grace, filed an objection. We also request that this petition
to intervene be heard as soon as possible, to enable us to
determine if we are going to participate in the case or not,

I believe that tne City of Carlsbad also has a petition to
intervene which could be heard at the same time,

Your consideration of this request will be greatly appre-
ciated.

Yours very truly,

Jason W. Kellahin

JWK: ks

cc: Mr. william Carr.”
A. J. Losee
William J. Cooley
Lon P. Watkins
Michael F. McCormick
Robert F, LeBlanc



NOTICE OF SETTING OF CASE

________ Michael P. _race, et al . ___
Plaintiff
vs. No. 28131
_________ Qil _Conservation Commission. ...

Judge Snead

TO: Burr and Cooley
" Lon P. atkins
George M. iHatchv™"
Jdasoh W, RKellanin

You are hereby notified that the above entitled case has been set for trial at Carlsbad, New
Mexico, on the Jth day of June, 1973

FRANCES . ILCOX
CLERK OF THE DISTRICT COURT

Zfailed: January 13, 1973






STATE OF NEW MEXICO COUNTY OF EDDY
IN THE DISTRICT COURT

MICHAEL P. GRACE II and
CORINNE GRACE,

He 2577/

Petitioners,
VS.

OIL CONSERVATION COMMISSION
OF NEW MEXICO,

Respondent.

RESPONSE TO MOTION FOR STAY OF ORDER

Respondent, 0il Conservation Commission of New Mexiéo,
answering the Eg:gggée—eo Motion for Stay of Order, states:

1. As to paragraph 1 of the Motion for Stay of Order, the
Respondent admits that the three wells are located in the South
Carlsbad-Morrow Gas Pool, but denies that the Petitioners are
the owners of the GradonocB,Humble—Grac%,and City of Carlsbad
wells.

2. The Respondent denies the allegations contained in
paragraph 2 of the Motion for Stay of Order.

3. The Respondent admits the allegation contained in
paragraph 3 that it issued Order No. R-1670-L prorating the
South Carlsbad-Morrow Gas Pool, but denies that said order set
any allowable.

4. The Respondent denies each and every allegation contained
in paragraphs 4, 5, and 6 of the Motion for Stay of Order.

5. The Respondent admits that a hearing was held before
the Respondent Commission on August 16, 1972, wherein Petitioners
were seeking, among other things, removal of the three wells
described in Petitioner's Motion for Stay of Order from the
South Carlsbad-Morrow Gas Pool but states, contrary to the
allegation of Petitioﬁﬁf that the Respondent has rendered a
decision in the matter as evidenced by Commission Order No.

R- attached hereto and made a part hereof as

Exhibit .
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6. As to paragraph 8 of the Motion for Stay of Order, the
Respondent states that its Order prorating the South Carlsbad-
Morrow Gas Pool is prima fagia valid and not subject to review

on the Motion for Stay of Order.

7. The Respondent denies each and every allegation of law
and fact contained in paragraph 9 of the Motion for Stay of Order.
8. The Respondent denies the allegation contained in

paragraph 10 of the Motion for Stay of Order.

FURTHER
1. Respondent states that the Petitioners have failed to
exhaust their administrative remedies and have asked the court
to act in derogation of the dé%trines of primary jurisdiction
and exclusive administrative jurisdiction for the following

reasons:

(a) Respondent states that PBetitieners—have—failed
to—exhaust—theiradministrative remedies—in that there is
presently pending before the Commission Case No. 4796, the
application of Michael P. Grace II and Corinne Grace, Petitioners
in this cause, for an exception to the General Rules and Regula-
tions governing the prorated gas pools of Southeast New Mexico,
promulgated by Order No. R-1670, as amended, to produce its City
of Carlsbad "Com" Well No. 1 at full capacity, which case has
been continued twice on the docket of the Commission at the
request of the Petitioners in

this ,cause
Petitioners have §Z§§§§ to exhaust their adminis-

trative remedies in Commission Case No. 4795, which case directly

(b)

concerns paragraph 7 of the Motion for Stay of Order in that
Petitioners sought in Case No. 4795 contraction of the South
Carlsbad-Morrow Gas Pool to eliminate their wells from said pool.

2. That thgre are many owners of interests in the South
Carlsbad-Morrow Gas Pool, including -ede State, Federal and
municipal governments as well as private individuals.

3. That a&&B&X owners of interests in the South Carlsbad-
ouLyan:&zkdwuw

Morrow Gas Pool,are suffering a loss of approximately §$




per day as a result of the Order Staying Commission Order No.
R-1670-L.

4. That there was no evidence presented in Commission
Case No. 4693 concerning loss of production or income from the
City of Carlsbad Well No. 1.

5. That no evidence was received by the Commission in Case
No. 4693 concerning removal of certain wells from the South
Carlsbad-Morrow Gas Pool.

6. That the only issue raised by the Petitioners in thelr

/) /: f~_. /,» oo st A U "Hr"é“" dAnd oo icar Enaidi 6L( : <u“/‘; e '{
request £o§ra~rehear1ng -by- ‘the -Commission-in. Comm1551on~Case» )ﬁ“'

- 7
-

(_'\\

Now—4693—was “the "issue-of- jurisdiction.

7. Respondent states that the Order Staying Commission
Order No. R-1670-L was issueé,as reflected by the record before
the Court, ex §£§£e—without notice or opportunity for the Responder
or any person owning an interest in the subject pool other than
Petitioners to be heard.

8. Respondent states that the entire motion of Petitioners
and the affidavits attached thereto constitute an insidious
attempt by the Petitioners to have the court consider evidence
Lol it
WFontrary to law and should be stricken as immaterial, impertinent
and scandalous.

WHEREFORE, Respondent prays:

1. That the order in the above-entitled action staying
Order No. R-1670-L of the New Mexico 0il Conservation Commission
be vacated, annulled, set aside, and held for naught.

2. And for such other and further relief as the court may
deem just and proper.

DAVID L. NORVELL

Attorney General for the
State of New Mexico

GEORGE M. HATCH

Special Assistant Attorney General

representing the 0il Conservation
Commission of New Mexico

P. O. Box 2088, Santa Fe, New Mexico

I hereby certify that on the day of

1972, a copy of the foregoing Response to Motion For Stay of

Order was mailed to opposing counsel of record.

GEORGE M. HATCH



320 Acre

" PRORATION FACTORS

(A1l Numbers Inclusive)

- 160 Acre
Spacing Factor Spacing
From - To From To
238.40 241,59 .75 119,20 120.79
241,60 28479 .76 12080 122.39
. 244,80 247.99 .77 'lzz.ho 123.99
2800 25109 .78 12400 12559
? 251,20 254,39 79 125,60 127.19
; 254,40 257,59 .80  127.20  128.79
1 25760 26079 .81  128.80 130.39
; 260.80 263,99 .82 130,40  131.99
| 26400 267.19 .83 - 132.00 133.59
é' 267.20 270.39 .84  133.60 135.19
| 27080 27359 .85 135,20 136.79
| 273.60 276.79 .86  136.80 138.39
% 276.80 279.99 .87 . 138.40 139.99
% 280.00° 283,19 .88 140,00 141.59
283.20 286,39 .89 141,60 14319
. 286,40 289.59 .90  143.20 14479
 289.60 20279 .91 1Wh.80  146.39
202.80 295.99 .92 . 146.40 147.99
296.00 299.19 .93  148.00 149,59
209.20 30239  ,94  149.60 151.19
302.40 305,59 .95 151,20 152.79
305,60 308.79 .96 152,80 154.39
/308,80 311.99 .97  1sk.ko  155.99
31200 315.19 .98 156,00 157.59
315.20 315,99 .99  157.60 157.99
316.00 324,00 1,00 158.00 162.00
=

320 Acre

160 Acre

Spacing Factor
From To
. 316,00 324,00 1.00
324,01 324,79 1.01
324,80 327.99 1.02
328,00 331.19. 1,03
331.20 334,39 1.0k
334,40 337.59 1,05
337.60 340,79 .1.06
340,80 343.99 1.07
344,00 347.19 1,08
347,20 ©350.39 "1.09
350.40 353.59 1.10
1353.60 356,79 1.11
. 356.80 359.99 1.12
360.00 .363.19 1.13
363.20  366.39 1.1h4
366.40  369.59 1,15
369/60 372.79 1.16
372.80 375.99 © 1.17
376.00 379.19 1,18
379.20 382.39 1.19
382.40 385.59 1.20
385;60 388.79 1.2
388,80 391.99 1,22
392.00 395.19 1,23
395.20 398,99 1.24
398,40 Aon.ss 1.25

Spacing :
From To -
158,00 162.00
162.01 * 162.39
162.40  163.99
164,00  165.59
165.60  167.19
167.20 168.79

168.80  170.39
170,40 lil.99
172.00 li3.59
173.60 175.19
175.20 176.79
176.80  178.39
178,40 179.99
180,00 181.59
|$|.60 183.19
183.20 184,79
184,80 186.39
186.40 | 187.99
188.00  189.59
189,60 191,19
191,20 192.79
192.80 194,39
194,40 195,99
196.00  197.59
197.60 199,19
199,20 200,79

XERO .
cOoPY :
gy F
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1. It was brought out at the hearing that some of the data used by
Mr. Balidwin (periorations) was tabulated by Grace personnel and
that some of this was in error. Had Mr. Baldwin done all the
work himself his opinion might be different.

2. Structural analysis

(a) The fault proposed was based on Mr. Baldwin's testimony of
fault cuts Droved by thinning of 50 to 100 feet from east
to west in the Upper Penn (Cisco) formation.

(1) These formations naturally thin westward due to the
slope of the sea floor on which they were deposited.

(2) There is a difference in thickness in the Morrow
formation of 30 feet between the Grace Gradonoco
No. 1 and the Humble Grace No. 1, both wells
supposedly on the same side of the fault and in
the same half section (E/2 2-235-26E)

(3) The Cisco & Strawn formations in the area contain
lime beds, some reefing &and muds and shales.
Draping of the formations over the lime or reef
highs can account for some loss of section

(4) There was no cdlrect evidence of a fault presented,
no cores of o IZaulted zone were seen, the slicken-
sices vrcoauvcaa in faulting would in all likel hood

100X Zust Liixi ne Cisco shales found, no log to
i0G Lntcerpretacicon of the faulted missing Cisco
sectioL was exa.oited.

(5) Xegardlzzs ol .zt Mr. Zolivis said the Pennsylvanian
formacior, L. sulsect to susicanctliel variation between
wells and o oZten be recognized
betwecn w a continuous recognizable
L .4 asove in guestion.




(6)

Page 2

Z norma. fault with the west side up-thrown
would appear to be contrary to regional trends.
Regional dip in this area is to the southeast.
There has obviously been some elevation of the
beds east of the so-called fault. As these
beds have been pushed up, it is more reasonable
that any faulting occurring would result in the
east side being up-thrown.

(b) Applicant proposed that even without the fault, a steep
syncline between their wells and the rest of the pool would
act as a barrier to migration of gas between East and West.

(1)

(2)

(3)

(4)

None of the Grace wells on the "West Side" are sub-
stantially structurally higher or lower than wells
producing on the east side of the pool (11 to 13 ft.)
If the pool can be filled with gas to that depth on
the east side, it can also be so filled on the west
side.

Wells drilled at lower structural positions in the
pool than the Grace wells produce gas, Pennzoil
Gulf Federal No. 1, Section 1 and Texas O & G Pan
A ST Com No. 1, Section 11-23S-26E.

Some wells drilled at higher structural positions
exhibit lower productivity and water production
indicating that structure does not seem to play
the dominant role in gas trapping or production
in the pool.

Structural differences are less East to West in
tne North half of the pool. There appears to be
no steep syncline there which could act as a
barrier.

3. Separation of the Pool based on pressures (Isobaric Map Ex. 3)

(a) Too many variables involved to place any reliability'
on this interpretation.

Variablies

Time of shut-in. More time more press.

Methcd oI gaucing press. (Gauge or dead weight)

A}
)

Zad pressures stacilized
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(5) How much filuid in the hole, what was its affect on
the pressuxre?

(6) Were the tests witnessed to insure accuracy?

(7) Different *testors have been known to come with
Gifferent resulis on the same well.

(b) The exhipit could have easily been contoured to show no
separation.

(c) The Exhibit may show only the better portions of the
pool where pressures build £faster.

(G&) Exhibit ignores the Superior Collatt Estate well which
was not completed in the Morrow and the Phillips Drxag A,
a new well.

4. Separation of the Pool based on Potentials—-CAOF (Iso Productivity
Map Exhibit 4)

(a) Too m ce any reliability
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Tests run by different testers with different eguipment, with
fiuid or no fluid down nole, for different periods of time,

with or without formation damage, and with or without stabilized
pressures will not yield test results comparable well to well

in the same pool.

(o)

ne Exhibit could have easily becn contoured to show no
n

(c) Exnini Latt Zstate well which

néd the Punililips Drag A,

5. Separation oI the 2co0l b uction Irom separate strati-
S

grapinic zones in the we
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(a) 2pplicants own Exiibit No. 7 when corrected showed
the Pennzoil Mobil .2 Federal to be perforated in the
same zone as their wells on the "West side" as well
as other zones.

(b) Testimony by other witnesses of this case as well as at
the Hobbs hearing was to the affect that other wells in
varying parts of the pool were producing from the same
zone as the Grace wells.

(¢) Midwest's porosity is0 pach maps snhow that their sand
zones A, B, C & D are continuous across the pool but
with substantial variation in porosities.

As noted in closing statements, tiere was esscnitially no testimony as
to the Strawn formation and pooi relative to separation or lack of
separation therein.



NEW MEXICO OIL CONSERVATION COMMISSION
GAS PURCHASERS MONTHLY REPORT

torm C-111
Shoet Nao, 2
Sunersedes Old C<J11 and Co]14
Effoctive 1-1-65

Page 5 of T

ACQUISITION
{Transfer Total Take To Sheet No. 1)

Report of

L TRANSWESTERN PIPELINE CO.

Date

-

__TOR_THE MONTH OF: August 1972

DETAIL OF TAKE (Totol Eoch Pool)

PRODUCER LEASE WS;IL u.L. S T R K|WNEDLEF VOLUME
CARLSBAD SOUTH (MORROW) [FTELD (Cont'd)
1058-1 Missouri-New Mex. ,
Morris R. Antweil Land Co. 1 | o 6|238 27 Gas -0- v
~0-
1071-1 ,
Cities Service 0il Strackbein "A" 1 E|32| 223 2T Gas 73,261
1
1072-1 |
Cities Service 0il Spencer"A" 1 0!30 223 2TH Gas 32,879
1073-1 |
Cities Service 0il Merland "B" Com. 1 G |30 22% E’TEi Cas 107,626
1074k-1 b ! J
Cities Service Oil Merland "A" Com. | 1 0119|228 27E Gas 59,006
! 272,712
1075-1 ; }
Texas 0il & Gas Corp. Pan Am State Com., 1 | J|11|233 26E Gas 1,11k
o T, 11k
1046-1 City of Carlsbad | | ]
Corinne Grace Com. |1 0125|223 26E Gas 299,581
P
1047-1 o
Corinne Grace Humble-Grace Com.. 1 P| 2235 26 Gas 40
' P
1048-1 ! | }
Corinne Grace Gradonoco 1 H| 2 23§ 26E Gas 8,787
; i !
1045-1 Corinne Grace Panagra 1 B|1ll 238226E; Gas 7,265
| o 391,573
CARLSBAD SOUTH (STRAWN) | FIELD | FTELD FOTAL: 852,610
b
1056-1 Collatt Est. { P
Superior 0il ‘"Gas Com." 1 g 1!238 26E Cas 45,900
: 45,900
1076-1 ; L 279
Pennzoil Co. Gulf-Federal 2 L, 6235 27ﬂ Gas 39,713
39,713
CRAWFORD (PENNSYLVANTAN)| FTELD FIELD TOTAL: 85:613
1010-1 '
Union 0il of Califormia | Crawford 1-26 | 8 |26 |2h8, 26E. Gas 4,91k
(Field font!d) |




