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CONTINENTAL OIL COMPANY E
EXHIBIT NO. 1 ;
A | B c D E
' - 80 Acre
Added LO Acre ' Deep Well
_ 1st 4O Acre Investment Proportional 2nd 40 Acres Proportional’
Pool Depth Range Credit " Credit Factor Credit Factor
R (A £ B) (C £ D)
0 - 5,000 1.00 S 1.00 — ———-
5,000 - 6,000 1.00 0.33 1.33 1.00 2.33 b
6,000 - 7,000 ~1.00 0.77 1.77 ~ 1.00 2.77 :
7,000 - 8,000 . - =1.Q0 1.33 2.33 1.00 3.33 :
8,000 - 9,000 1.00 2.00 3.00 1.00 .00
| 9,000 - 10,000 - 1.00 2.77 3.77 ~ 1.00 be77
10,000 - 11,000 , 1.00 : 3.67 467 100 5.67
11,000 - 12,000 1.00 L.67 5,67 1.00 6,67
12,000 - 13,000 1.00 5,75 . 6.75 1.00 7.75




CONTINENTAL OIL COMPANY

RULE 505. OIL PRORATION.

Bk X ok
2, Pool Depth Range
0 to 5,000 Feet
5,000 to 6,000 .M.
6,000 to 7,000 "
7,600 to 8,000 "
8,000 to 9,000 "
.9',000"’1:,0 10,000 " '
10,000 to 11,000 "
11,000 to 12,000 *
12,000 to 13,000 '™
e o K ok Ok
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EXHIBIT NO. 2

80 Acre
LO Acre Deep Well
Proportional Factor Proportional Factor

1.00 am--
1.33 2.33
1.77 2.77
'2.33 3.33
3.00 4.00
3.77 .77
L. 67 5.67
5.67 6.67
6.75 7.75
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5,000
6,000
7,000

8,000

. 9,000
"10,000

11,000

1 L

g

_ Pool Depth Range

5,000
6,000
7,000
8,000
9,000

10,000

11,000

12,000

13,000

R

CONTINENTAL OIL COMPANY
EXHIBIT NO. 1

A B c D

18% 40 Acre Insggggent Prggoﬁgignal 2nd- 40 Acre.
Credit - -Credit Factor Credit
(A £ B)
1.00 oo 1.00 . wm=
1,00 0.33 1.33 1.00
1.00 0.77 1.77 1.00
1,00 1.33 2,33 1.00
1,00 2,00 3.00 1,00 .
1,00 2,77 3.77 1.00
1,00 3,67 4,67 1.00
1.00 b, 67 5.67 1.00
1,00 5,75 6.75 1,00
cONgch 1\
S@?&a i

E .
80 Acre
Deep Well
Proportional
- Factor
(A £ B)
2,33
2.77
3,33
5,00
477
5,67
6,67
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CONTINENTAL OIL COMPANY
EXHIBIT NO. 2

RULE 505, OIL PRORATION

* ok Ok e K

80 Acre

: ‘ 4O Acre ' Deep Well

2. Pool Depth Range Proportional Factor Proportional Factor

0 to 5;000 Feet 1.00 R
5,000 to 6,000 | 1.33 2.33
6,000 to 7,000 " 1.77 2,77
7,000 to 8,000 W 2.33 3.33
8,000 to 9,000 " 3.00 7 4,00
9,000 to 10,000 3,77 | T 7T
10,000 to 11,000 * l. 67 ’ 5,67
11,000 to 12,000 u 5,67 ' 6,67
125000 to 13,000 675 ' - 7.75
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BEFORE The
~ OIL CONSERVATION COMMISSION
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IN THE MATTER OF:
: the application-of the 0il
: : Conservation Commission upon
o its own motion for an order amending

Rule 505, 0il Proration, with
particular reference té Paragraph 2:
Proportional Factors for Deep wells
Under Various Spacing Patterns.

Casge

No._313
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5 | TRANSCRIPT OF HEARING

S | ' October 23, 1951

P | (Register of Attendance can be found in the transcript
‘ for the Allowable Hearing.)
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(Mr. Kellahin reads the Notice of Publication.)
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MRT SPURRIER: Now here again, Judge Foster, to try to

" clarify this thing for you and all the rest of these people,

' ‘there is some connection in the thinking of the Commission between

this case and the other three. However, we had rather Separated
the two problems. I mean, 80-acre spacing and tﬁe.consideration
of pressure maintenance, separate that from tﬁe allowable
proposition. Now, we understand that some propositions on the
ailowable will be set forth here today ;nd we are not here to
adopt any one set of propositions. We are here to consider the
‘allowable oﬁ‘our 80¥aore pools, not however, pool byipool. As

you all know automatically, a well above 5,000 feet on a 4O-acre

unit gets a certain allowable. There is no question about it.

Then a w311 of a certain depth on 40 acres gets a certain allow-

‘ables ‘There is no question about that. Now, we come to these

. SO-gcre pools and we find that a graph of the production against

the allowéble shows some of thémuare not capable of producing
bhe'aliowable which is assigned} Therefore, ﬁe have-brought up
on our own motion case 313.

- MR. BRALY: My name is Burney Braly. I represent Continental
0il Company in Houston. Continéﬁfal recognizes the problem tﬁét
;Hginpurrier has stated. And it has a method to propose on these
80;§6re well allowables, which we merely propose and tender here
for your consideration and that of the industry. But it is |
a method which we believe will solve the problem that has been

stated, at least to a great extent, and probably will avoid the

Ny




many of such hearings, and will result we think in a uniformity
and in a fair and equitable sharing of the stateQwide production
- as between the 80;acre fields'themselves, and as between those
B fields and the hO;acre fields. -

" Now, the particularimethod has been evolved and worked

out by one of our engineers, Mr. Colliston, and he is prepared

to state it'and explain it so that the Qomqiésion’and the industry
-Q;}tﬁéﬁé it“for'their'ecﬁsideration’at this hearing and any
posﬁpdned hearing on this matter. I would like to introd;ce
Mr. Colliston. I understand he has probably never testified
before the Commission. If you desire t6 have him sworn and
~qualified I will do that and then let him make a statement
(Mr. Colliston sworn.)
I ' MR. BRALY: Mr. Colliston, will you first review your
| scholastic>training and peraonal{experiehce, stating tpe degrees
and so forth you have and the nature of your service for
Continental 0il Company and any oﬁher producing company that
you may have been employed by in the past. Just go into it
quite thoroughly but as briefly as you cah.

‘MR. COLLISTON: My - name is Faul N, Colliston. I am
employed by Continental 0il Company as regional proration
éngineer, My home is in Houston, Texas. I am a graduate of

' the New Mexico School of Mines in Geological Ehgineering in

1933. Since that time, with the exception of 5 years in the
-3




Armed Forces, I have been employed by Continental 0il Company

in the capacity of Petroleum Engineer and by Phillips Petroleum
Company ih the capaciti of Geologist'and again bj the Continental
01l Cdmpany as Peg;oleum Engineer.

MQ. BRALY: If those qualifications as an expert afe accept«
éble, I wi}l Juétllet him testify.

MR. SPURRIER: Certainly.

MR. 6OLLISTON: In response to the call of the Commission
in Case 313 for an brder amending Rule 505, with parﬁioular
reference to Paragraph 2, Proportional Factors for Déep Wells
Under Vgrious Spacing fatterps, antinental OilACompapy wishes
to pfopose an amendment. This proposed amendment would provide
for an 80;acre desp well proportional factor which would place
the calcﬁlation 6fy80€acfe‘déép well allowable on'a comparablé
basis with the presqnt cningation of ho;acre deep well allow;
ables, It is preéented as a matter of prpcedure undér existihg'
rulea and regulations of the Commission, and would apply only
to those fields where the Commission had established 80;aore

spacing after hearing. It is the purpose of Rule 505 to provide

for allocation between pools and provide for a top unit allow-

able. The allocation to any pool may be distributed to the

respective units in the pool in accordance with the'prorﬁﬁion

- plan for that pool where such a plan exists. The nature of

the calculations involved in Rule 505 place proration in New Mexico

on a state~-wide basis, and each proration unit of comparable size

lym




and depth receives the same allowable. The operation of this
rule appears to be s&tisfactory, and its validity has not been
questioned. It has bsen used herein; therefore; as a basis

"~ upon which to Calchlate'QO;acre deep well proportional factors
which would place the allowable of 80;acre'proration units
on a same state-wide baéis as all other proration units-With
appropriate consid;fation beiﬁg given to the number of acres
and the depth involved.

I want'to review briefiy the calculation of the LO:acré

; propdfgiongl‘facpor as a basis of my plan for the calculation
of the 80-acre proporﬁiénal factor. The hogécre factor is
composed of what I term an aoreage cfedit and an ecoﬂoﬁic -
cré&itvaddedftﬁgethév. The acreage credit represents the
normal unit élldﬁable in the factor and has & numerical value
of one. The,econpmic credit adapts the factor for depth and
might:be referfed to as an added investment factor as it was
designed to'§r0v1de a reasonable return on the aaditional

’investment required to dpﬁll a well below 5,000 feet.

;\ - I would like to introduce Continental Exhibits 1 and 2;

| which{will illustrate my point.

v MR. BRALY: Now, dg you have additional copies of that
you can ‘distribute to the Commission and the people in attendance
here? ;

MR. COLLISTON: I do.

 (Passes copies of the exhibits to the audience.)

MR. COLLISTON: A break~down of these credits for 4O-acre

e c.
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Continental Exhibit No. 1. The points I wﬁuld like to
emphasize here are as follows:
The Acreage Credit for 4O acres has the value of 1. The

ho-abre proportional factor is the result of adding the acréage

credit to the added investment credit. And third, that the
relationship just mentioned would remain the same eventhough
it were found that the added ;nveSpment factor would require

~adjustment with changing economic conditions.

| 5,;i_fff13;,, ,s‘n>‘ o When these points are considered, it becomes an easy . |
‘“ﬁéﬁﬁéﬁ‘ﬁé“expénd‘Hule 505 to provide a reasonable proportional
“féétOr to compute the top unit allowable for a deep well located

on a proration unit of any size. At present we are concerned

Rl 7

~x:rénlf ﬁitH 80;acfe units. It is impoftant to remember as a
fqnd&mental principle‘of pfofation in New Mexico, every hO;acre
unit Eécei?gs the same unit allowable except in the casé of th
déep‘wélls; where deep well adaptation is received as mentioned
1above.; Therefore, ®hen two hoéécre tracts are combined to form
"an SO;acré proration unit, the proper calculation to determine
the proéortional factor is as follows: _
' This can be foliowed very well on Exhibit 1.
To the acreage'credit of one for the“first L0 acréa is
added the acreage credit ofi one for the second forty acres

total : _
giving the/acreage credit of two. To the tdal acreage credit

of two 1s added the apprOpriate added investment factor, the

o , BN sum giving the proper proportional factor to be multiplied by
A...ﬁ_ e e .:.‘I:-;_.:; ) - =6'~‘-’




upon an 80~acre proration ﬁﬁit; gﬁ; propéihional factor'ﬁsﬁf

the normal unit allowable in order to caleulate the top unit
allowable. To illustrate:

Given a well between 10,000 and 11,000 feet deep, located

be calculated as follows:

To the 40-acre prOportidnal factor, which already contains

‘the acreage credit of one for the first 40 acres and the added

investment factor, add the acreage credit of one for the second

4O acres. The calculation would read,. 4.67 plus one eqﬁals

5.67. This calculation is illustrated for each depth bracket

in columns D and E on Continental Exhibit No, 1.

Tﬁ;>t§p unit allowable resulting from this method of calcué
lating 80§acre deep Wéll propbrtiOnal'factors is a proper §o~célled
double glloWable, glives the“appfopriate eredit to the fact that
the basic proration unit of 4O acres has been douﬁled,'but

recognizes the faot that the operators investment has not been

increased and that he is entitled to no additional economic

eredit.

It follows, it isn't proper to calculate a so=called doublé

‘allowable by multiplying the 40~acre allowable by some factor

such as two or one and a half to obtain an 80sacre deep well
allowable for the following reasons:

The 4Osacre propdrtional factor already contains the added

' investment credit. To.multibly the LO<acre proportional factor

by two is to give an operator credit for making two investments

[0 gp
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of drilling two wells, and actually he has made but one invest;
ment. Such an operator has no just claim to compensation for
an expenditure he did not make.
The naturs of the comp§nent parts of the LO;éere proportional
L g factor are such thgt the:factqr must be increased by t he process
| offaddition and not by multiplication.
It is recommended thérefore, that Paragraph 2 of state:wide

, Rule’505'be amended to prd&ide'for 80~acre desep well proéortional

factors caloulated as herein described and as shown on Continental's

Exhibit 2. It is our contention that the proposed factors contain
néthing'thét ié.neﬁ or not already a part of the Commission's
records and thaﬁ their application will havg the effect of

plaging thé top unit allowable for an 80:acre deep well proration
unit on a reasonable and comparable basis with the top unit
allowable.for‘dbher desp fields in order to provide for a proper
allomation betﬁeen fields.

 That s all.

(Off the record by the Commission.)

MR. BRALY: Does anyone wish to examine him? That's all
for us. |
MR. SPURRIER: I would like to ask & question. Mr. Colliston,
the question comes up, did you state for the record how you arrived
at column B, which is the added investment?
- MR. COLLISTON: If you look at the existing rule 505, you

find that the proportional factor for the zero to 5,000 f???m”,.,
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any recommendation as to how you will aportion the allowable

_unit within an 80-acre pool, assuming they are all regular.

interval is one. Or the allowable for ho;acre unit or the
normal unit allowable. Therefore, in thege figures, the normal
unit allowable has the value of éne. And contemplates one well.
Therefofe, your deep well adaptation, the proportion of that

LO-acre proportional factor, that is credited to investment,

is that shown in c¢olumn B, whioch isfreally column C less.column A,

The acreagse c¢redit in each depth has femained congtant. The
increase has been dus to compensation for thé added investment.

MR. SPURRIER: Does anyone have any further questions of

Mr. Collistén? Mr. Kellough. o :

' MR. KELLOUGH: Mr. Colliston, we understand that your

recommendation for the proposed amendmsnt does not include

 within the pool among the various traots in the event you have

_a faetional unit of less than 80 acres or an 80-aore unit which

is only partiy productive.

MR.>GOLLISTON: I made no statement regarding the distril
‘bution of'aliowable within a;pool; |

MR. KELLOUGH: Then you doh{c mean to infer that the

added factor of one should be used to determine the manner

- in which the allowable is to be adjusted between the tracts

within a pool.

MR. COLLISTON: No.,
MR. KELLOUGH: You have used that factor simpiy as part

of the formula to determine how much it should be in each 80=acre «

- .




MR, CQLLISTON: rTéidetermine how a field'aliowable for a
field spaced on 80 acres should be determined, or how their
share of the market demand should be determined.

MR. KELLOUGH: 1In Other}words, to put it aﬁother way, in an
assumed 80;§cre field, a 12,000 foot well woul& get an allowable

of 7.75. That is your bottom one. Now, an adjoining isolated’

4O-acre tract or fractional unit would not under your plan receive

6.75. In other words, your proportion has no bearing at all

~on that subject.

MR. COLLISTON: I am strioctly referring to ths allowable

- of the pool as aAWhole.

MR. KELLOUGH: Well, in your opinion as an engineer, do you

not consider it essential in order to do equity and protect the

" gorreliavive rights of the parties, that in allooating‘fhé

allowables you recommend to different units within a pool, it
must be dqne'on a surface acreage basis here in New Maxico.

MR. COLLISTON: The Commission is, I think, instructed on

how to do that in the statute.

- MR. KELLOUGH: Exouge me. I am asking §our opinion as an
engineer.,
MR. COLLISTON: As an enginesr, that is my interpretation.

MR. KELLOUGH: You mean it is your opinioh as an engineer

it 1s necessary to maintain equity and protect correlative irights,

it should be aportioned between the various units in the pool

on an ac¢reage basis.

10w

MR. COLLISTON: In New Mexico, that is my opinion,




MR. KELLOUGH: I believe that is all the duesbibna I have.

MR. SPURRIER: Mr. Selinger.

MR. SELINGER: Mr. Colliston, in addition to the qualifica=
tions ;hat you gave at the outéetvéf your testimony, youw are
perfectly familiar with, over a great number of years, proration
in New'Mexico; arse you not? |

MR. COLLISTON: 18 years, to be exact.

MR.. SELINGER: And you are familiar with the history of
aliowables,.and particularly in the depth bracket.

MR GOLLISTON: I am.

Q (By‘Er;‘Sblinger) Now, in answer to.a question of Mr.

e ey

. Spurfier*s, I don't believe you answered fully the question he

RO

“inten

ded'for“yon'to have; and that was between five and six
2ﬁh0usandfyouthavei.3§ on your Exhibit No. 1, and between six
and sev¥en thousand you have .77. Now, this added investment
oredit=is.baséd on testimony adduced before the-Commission at
__jbreviouslheafings in which the cost of drilling at l;OQQ foot:
intervals clear on down to I believe 12;000 or 11,000 feet
koriginally, yourtestimony is based on the transcripts of the

previous hearings as to the investments.

A That is ocorrect.

Q : And’you are making no change in the investment crediﬁs, in
- effeot, all these years under the present Rule 505.

A That is correcﬁ.

Q Now, I anderstand that your testimony is solely to suBstituteA

w])im




2 V . -
Paragraph/in Rule 505 only as to the depth bracket of 40 and 80

acres. You are making no change as to the 40 by introducing an
additional depth bracket calculation for 80 acres?
A That is correct.

Q  And.the Rule 505 as you know is concerned exclusively

_ with allocation.betweengpools.

A That is correct.

Q And you are not in anﬁway affeoting Paragrapﬁ 1, Paragraph 3,
Paragraph h; Paragraph 5, Paragraph 6, Paragraph 7; Paragraph 8,
and Paragraph 9 of Rule 505, which is concerned with allocation
between pools’in the state, is that correct?

A That is my recommendation. Strictly concerned with the

80«acre proportional deep well factor part of Paragraph 2 of

e e WA g A

Rule 505.

Q And your testimony; outside of your personal opinion that
Mr. Kellough asked you as an engineer, your testimony is confined.
exclusifcly'to a uniform method of allocation between pools?

A That is correct. |

Q So, now as to the method of allocation bstween wells or
ﬁraobs within a pool, you still believe that Paragraph 7 of

Rule 505 which reads, "Thereupon, the allosation to each pool
shall in turn be prorated or distributed to the respsctive

units in each pool in accordance with the proration plan of’the:

particular pool where any such plan exists.® You desire that
to continue as it exists now?

A I have made no recommendation for change,

Do




MR. SELINGER: rfﬂgﬁ'é ali;

MR. SPURRIER: Does someone else have a question of Mr.
M Colliston?

MR, FOSTER: I would like to ask a question or two.

MR. SPURRIER: Mr. Foster. |

Q (By Mr. Foster) Now, this proportiénal factor you are

making is designed to cure the ekisbing evils, if any.

A - We were answering the call of the Commi##ion, giving them

our idea of what should be done.

Q I know, but what are you trying to cure.

A Put the caloulation of the allowable for 80-acre pools on

a compafable basis with the others.

Q Well, iﬁ other wordsg, you want each pool ﬁo‘produce in

acoordande with its feserves.

A I dqn't}know that that is any factor in New Mekico, pro:

fation bétween fields, I certainly didn't consider it.

Q Well, I am at a loss to know what ﬁhe remedy is supposed
“to cure and ought to bs cursd. hat is all T am trying teo
‘find out. Now, what is the matter with the way it is being
done now? .

A I believe ﬁhat I stated that proration in New Mexico has
‘been on a sbate:widé basis and 1t means on individual pools
which allowable hasntt duite been in accord with that procedure

we have been follcwing for a good many years here, we have

offered the Commission a suggested method for putting it on the

same basis, o
: =3«




Q Weil, do &ou mean that you are opposed t6 a well on 80

‘aores under the present set«up, getting twice as much allowable

as a well on 40 acres? ' -
A No, I believe I #ropOSed'whét I said waé & properly oalou:
lated double allowable. | |

Q‘ Well, under the'present systen, if'I understénd it corredtly,
you dontt have per welI unit allovables in NeW‘thico; do you?

A Yoﬁ have unit allowables.

Q ' You>haye unit allowables. However, many wells in the unit
you just have uniﬁ-allowaﬁles.

A That is‘cérreot.

Q  And the only unit th& is provided for by the rules at the

Lo 7

present time is 40-acre units?

‘A I believe I prefaced my remarks, was this would apply to

fields where the Commigsion had established 80~acre spacing

after hearing.

Q  Well, I understand. But I am just talking about the prasent

getsup. The only units provided for under the existing rules

Ofiﬁheecommission are 4O=acre units.

' MR, BRALY: Are you talking about the general rules, Judge,

or are you talking about all the special rules as well?

MR. FOSTER: Well, I am talking about the pressnt set-up.

I don't know of-any rule by the Commission that has set up any

80w~acre -proration units.

MR. BRALY: Haventt they apprbved some 80wacre fields, weren't




those rules?
'MR. FOSTER: Wéll, I don't know of any rules. I haven't |
seen them. | / 7 » |
IMR. MoKELLAR: You mean allowables @on't you; Judge;

MR. FOSTER: No, I am talking abouﬁ BO;acre units, any
orders’ih effecﬁasetting up éo;écre units in New Mexico.

A VOICE: AYes, sir,

MR, FOSTER: Now, has the Commission set up any rule for-
determining what an 80:aore unit ought to get? |

A VOICE: On an individual field basis.

MR. FOSTER: Any that individual field basls has been what?
What I am trying to. get at is, I don't understand what the
evil is Mr. Colliston is trying €0 oure.

MR;ﬂBRALY: - The Commizsicn svated in the beginning ;;,

MR. FOSTER. The Commission stated it in the beginning,
:that some of these fields weren't making their allowable. And

the fact that they are not making their allowable, I don't know

how it is related to the proportional factor made by Mr, Colliston{

Now, if he can tell me how it is relatsd, I would lika to have |
him do 50. | |

A I don't know, as we tried to relate it.

Q. All right, If thers ien't any relstionship between what
is happening and what yoﬁ are trying to cure, that is what I

am getting at. 1Is there in these fields ﬁhat won't make their

allowable,
Cwlbe

“
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MR. McKELLAR: Judge, at the risk of breaking in on your
question, I think what he was trying to do was to show how the
present rules and regulations could be adapted without ohanging

anything to the 80 acres, is that right?

A That's right. As I recall the téstimony, double allowables

or one and a half times allowables, was requested in these fields.

The phrase double allowable or one and a half allowable was

' mentioned, but I don't reoall that anybody introduced any testi~

mony to tell the Gommission how to properly caloulate that

result,. |

Q What would you do in those fields where pressure maintenange

is instituted or will be instituted witﬁ respect to the allow;
ables ' o
A In anj partiocular field? . |

Q . Yes, sir.

A I would suggest the Commission oall a hearing for that
pirtiéular;fielda | o
Q And you just propose until the Cormission can determine on

what ought to be in an 80=acre field, what the allowable ought

to be of the 80-aore units, .this rule of yours apply until the
Cpmﬁiaéibn can determine otherwise?

A 1 am proposing they use this in the same manner they presently
used ho;aora proportional factors, that there be no changs in

their procedure at all, As I said before, we are not advocating

any change in present practice, we arse simply trying to poiﬁt

§ §up a msthod we believe to“propérly‘calculate it.




Q In other words, you use a factor set out in‘rule 505 and
apply it to 80¥acre fields?

A Would you state that again; Judge, please?
,Q In Rule 505, suppose you just adopt the same factof fori -
SO;aére sﬁ#cing yourhave;mentioned for hO;acres here, do you |

feel that would give the wells in thét pool too muoh.of an
allowable? |
| A;- I don't duite follow what you getting at, Judge. fﬁse the

80~acre factor for 80-acre fields?

" Yes.
Well, you have doubled your acreage, haven't you?

‘Yes;

o » O » O

I think it should.

o

fhat is what I am proposing.

Q You are just ﬁrOposing it get:-well; how much will :;
howrmuéh méreﬂdp you think an SO:Acrg well odght to have over
a 4O~acre well?

A I think it is plain from our proportional“factor; we give

_ the same oredit to the second 4O acres as the first.

Q That would apply;to everfwfield; regardless of the cost
of production in that field?
A The Commission hag determined what the added ingentive or

added investment credit shoul&ibe. It seems to be satisfactory

to everybody.
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A It was drilling and equiping. The investment the operator

made.

Q That wbuldn't inolude 6Ost of pressure maintenance.
A - That is a pool problem.

Q  This whole thing is a fool problem. -

A No, we are talking about -alloeation between:pools.
Q- 1 Know, but you use a cost factor for the purpose of

determining how much o&ch pool.wiil receive of the total of the
allowable; and allocat&ca portion of it based on a cost factor.
But_here; if you go to 80:§ore spaocing in’this staté with the
institution of pressure maintenance, you have é»oost question

ycu haven't taken into congideration at all,

1 made, Judge,

A May I refrash your memory as to one statement

referring to the added investment factor? "The relationship

- mentionad would remain the same even though it were found that

| the added investment factor should require adjustment with

changing economic conditiopns,® The prineiple remains the same.

Q . In other words,'if the cost should be a great deal more

than it is at present, you don't propose to take it into consider~

ation? ‘
A I said iﬁ‘would‘have to be taken_inbo consideration; but
I said the method of caleylation would reméin the same. Economic
factors change. Everybody realizss ﬁhat, Judge.,
Q You would increase these ¢0s8t factors.
18-
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“of added cost.

A You would have to show the Commission you were going to .
additional expense.
Q And if they institute pressure maintenance, don't you think

you would have to increase the cost factor.

A You would have to convince the Commission of that.
- Q - I amsssuming you have increased cost and you would have to

" inereasd the cost factor.

A Whenever ecohoﬁic gonditions change, and if you conviﬁoe
the Commission there should be an additional credit,>I am

sure the Gommissioh:would hear your grounds.

Q I don't think you are answering the éuestion very clearly

and there is no way I can do much about that. What I am trying

to get here for the regcord, Mr. Ooiliston,,ifuyourinsgit“ta“-““""““W“‘;

pressure maintenance in some of these fields, you know it is

| gding'to'cost more money to operate in that field.

A That's right.

Q And these so=-called added cost faetors in the deep brackets

'wbﬁld naturaliy have to be increased to take care of that added

A Iam éure-they would,

Q  And by inoreas&ng those factors you would thereby inorease

’jthe éllgwablé,,you would thereby inerease the allowable to the

80=acre wells, wouldn't you?

A That would follow if the Commission adopted the principle

«19




40~aore units since 1945.

Q That is what I am saying, if they did.
A They have in the paet and I assume they would in the future,
;Q ' Now, you don't think «= do you agree with the theory you

ought to prorate the oi] in this stat on the basig of reserves?

A All I testified to was an extension of the existing method
: Judge °

Q That}don*t answer the que stion,
A Weli, we have accepted the unit basis of proration and that
is all Iam prepared to testify on, Judge.,

Qe You .4on’% want to expreasg any opinion on anything 8xeept

unit proration.
A I am.not prepared to exp Ss an opinion at thig time,
MR° MoKELLAR: There“is nothine in your proposed plan whioh

would de any operator from a given pool asking for addi-

tional allowable baaed on increasged economic cost,

A He oan get anything he can g8t the Commission to allow him,

MR. MCKELLAR: They haven t inereassd ssonomic cost as to

MR, BRA»Y* Isn't the same troubls, - Judge Foster, igherent
in the hOneore fields?

MR, FOSTER: Certainly, 1 dontt see why 80 acraes shoﬁld

be singled out for it,

* MR. 8COTT: 1 wonder if I could ask the Juige a question

here, In order to understand his 1line of questioning. I didnvt
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get what he was driving at., And I would like to ask him two
or three éuestions, if it wouldn't be out of order,

MR. SPURRIER: The Judge isn't sworn. ’prever, he may
condescend if he wishes. ‘ | |

MR. SCOTT: If the cost for drilling and compléting wells
are more now, aid I understand yon then that you would favor
an increase in the investment factor for one well for ho-aeres?

- MR. FOSTER: Well, that would naturally follow. Of oourse,
if it is any basis of allocating to the pools now, ceftainly.

MR. SCOTT: Now, considering the fact that these present
factors Mr. Colliston has used were made from previous testimony
presentgd before the Commission here; and these factors were
realized to be investment factors for the drilling of one well
to pay for the investment cost of one well then do I understand
you to mean you would want %0 investment factors to apply to one
wsll sn~83‘aaféé?'

MR. FOSTER‘ No, I don't say that. But I do say that I
&on't believe that the proposal that he makes offers sufficient
ineentive here to Justify 80~acre drilling.

S MR. SCOTT: Thank you, Judge.

MR. SELINGER: I would like to ask Mir. Colliston another
question or two, o u |
Q Mr. Collistbn, the purpoae‘of your proposal here is to

start a uniformity for 80~acre development in the event the

=21




Commission should find any partiguiar fleld should have or wanfs
80-acres,

A That 1s correot,
‘Q | Now, do you'believe that the uniformity establiéhed b& the
Comnlssion on 40 acres all these years has led to & better
regulation of prorstion in this state, that is, on the seven to
'eight thousand foot wells on 40 aores whioh were glven the same
allowable, as being more preferable to a difference of allowables
for wells for the sane depth throughout the various parts of the
;Qtate? Do you follow my question? ‘
A No, sir, I don't,
Q  Under present 40-acre depth plan, all five to six thousand
toot wells have a uniformity of allowable.
A That 1s. sorrect,
Q And like 81x to seven and seven to eight?
A That is correct.
Q 'In the absence of t_i uniformity rule of This CommisSion
all these yeafs, we would most likely have different allowables
for the same depth wells throughout the state,
A Probably wouid,

Q And it would mostly be a matter of nominations by burchasers
or producers and you would have different allowables fop wella
‘or the same depth,

A - That is correct,
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Q Do you believe then that the effect of the uniform depth
bracket on 4O acres has led to better prorﬁtion in the state
as a result of the Commission's action?

A In my opinion it has.

Q And'you are atempting to have a synonymity of 80 acres

along with thé-ho acres along the same line?

A That ié correct.
. MR.ASPURRIER! Mr; Kellough.
MR. KELLOUGH: I don't have any further questions of this
witness. Bﬁt I would like tomake clear the matter in which there
is a great‘cpﬁcqrn to Amerada, and any other operator that has

80=acre fislds. And that is you have got to have an equitable

per acre qportiohment within the pool. Now, Cont‘inental'g proposal

as far as it goss is incomplete inthat respect. On behalf of

__the Amarads, I would like to urge the Commission if they adopt

this proposal they include the provision that the tracts within
the podl which are less than 80 acres be given the allowable

in the proportion of their acreage. As the Commission well

'knows, in these three hearings which we have had on the 80 acres,

our engineers testified to what the allowable should be and made

recommendations as to what it should be. The Hightower and the

Knowles, it is doubled, and the'Hightower it is now one and a half
and that matter is again being considered and under advisement

by the Commiasion in view of the last exception hearing we had.
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But it is incomplete if You propose to have a state;wide rule
that is going to provide when you have an 80~acre field it be
given different sized allowables. Our concern is if You do that
and do not go further and say you will change a etate-wide ruls
that will create some equity within the pool itself, you might

as well Junk the whols thing. The matter that is of great concern

to us is the maintaining of equity between the traocts in the pool.

It has been argued and your statute provides that where a tract

MR. FOSTER: (Interrupting) His proposed rule Violates the

statute, that is what it does. o

MR. KELLOUGH: The statufeiT spcke of, the proposed rule
doesnt't go fér enough, the statute sayeg, "The owner of any
5!,.,' tract that is smaller than tﬁe drilling unit establighed for
the field, shall not be deprived of the right to drill on and

produce from sugh tract, if same can be done without waste;

but in such ease, the allowable production from such tract,
5* B ' g as compared with the allowable production therefrom, if such
| tract were a full unit, shall be in ratio of the area of such

tract to the area of the full unit." So your legislature has

within a pool ~~ I will give you the exact language of that here, . !
already said when youzpave @ separately owned tract within this

pooling unit, it ought to be on an acreage basis. You might say

that oughﬁtﬁb be enough., But it has happened at Knowles and

Bagley; the 80;§ore units owned by Amerada, there weren't any

geparately owned tracts, but proven by a dry hole, half of it
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productive. So certainly thers could be no objection
on the part.of the Commission to having their regulations over;
lap to a certaln extent the mandate of the statute. And the
point we wish to make 15 that our main concern is that you have
got to maintain eéuity within]the pool. If you are going to
have a state:wide rule bn one you ought to»have it on both, and
if not on both, leave it up to the Commission to determine what
they are going to do sbout it at each hearing.

MR. BRALY: May I ask a question?

MR. KELLOUGH: Yes, sir. |

MR. BRALY: -Would you be satisfied in allocating #mong'the
:wells in the pool to have the Commission follow its statutory
wduﬁy? . | |

~ MR. KELLOUGH: Inthe'fifst plaeé,Athey are not allocated

among wells. They are allocated among proration units.

MR.;BRALY:- Let's see. Say they get to the poinf where
 th9yfgre,a11ocating émong wells. |

MR;;KELLOUGH: I tried,to point out awhile ago it happensd
in two caées we had that two statutes ;n that the statute wasn't
applicable, hecause it wasn't a separately owned small traot |
within the proration unit. We owned it alltut half of it was
non;produotive.

MR. BRALY: I see your trouble there.

MR. KELLOUGH: Your opinion as a lawyer might be fine

as the statute applies. So wald mine. But there comes in
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¢:iv cMRs~BRADY2+ But the Commission in one or two cases already

has the matter under advisement. In the second case, gave a

hogacre tract a full allowable, which I don't”tpﬁqg?they should

“have done, ‘ |

| MR. KELLOUGH: The point I am making is, if you are proposing

a‘state;wide.rﬁle to make everything plain, simple and clear;cut,

you ¢an't make the rule complete unless you go ahead and further

provide.you have got to prorate it in the pool among the tracts.
MR. McKELLER: Wouldn't a logicalyapplicatioh of your plan <

follow, in'an‘eo;aOre éoolvif you had only 60 productive aores

to a well, tdrgivq it one factor for economks and one and a half

for acreage; instead of two. It seems to me that would be ths

logical application.

MR. KELLOUGH: It may be. And if it is you are going into

the very objective we have.-

MR. MoKELLAR: What could be similar under the present

system in New Mexico.

MR. KELLOUGH: If you have 80 you get a few barrels>more.

‘MR. McKELLAR?: No, if you have 80 you get two acreage factors.

Still just got‘one hole in the ground.

MR. KELLOUGH: WHen do you figure that out in barrels of
0il it means if you have a 12;000 foot well and a man has 40
acres, he gets in the neighborhood of, we will say; 307 barrels
and the man with 80 acres gets 53 barrels more, Your royalty

owner won't like that. It just won't work unless you maintain

P Y A
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eéuity within the pool. ~
MR.uBRALY: We agree ibu have to maintain equity within the
poql. We have;no objection to that. |
: MR; WHITE:-vMy neme is Emmott White of tﬁe Leonard 0il
Company. I would like to ask Mr. Colliston ons question,
Q - Do you believe deeper drilling in New Mexico has been
7 retarded by the absence of prefixed proration or allowable rules

P

such as you propose here?

A I believe it has been retarded by the absencé of we
Q  Of prefixed rules? | |
A I dont't think it has been retarded by the absence of them.
MR. FdSTER; Do you think it would be encouraged by the
presenge éf them? |
A I dbn‘t think it will be retarded under the present pro;
posﬁl; |
MB;'FOSTERi I say do you think it would be encouraged
rvby~the prééeﬁée ofbthem;“
A “ i doh't think our proposal will discourage them.
| ER; FbSTER: I didntt ask that. I said do you think it
will encourage them, | |
A Well, yés»
MR.,FOS8TER; In what way?
A Well; that 1s-the allowable in proébrtion to what you are
drilling for in other states, similar depth and similar expense

charge.
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MR. KBLLY: Mr. Colliston, do you think if you'had to
set up field nominations for each field that Operators would
be retarded from deep drilling due to the fact that they wouldn'
know what their allowable would be before a hearing? In other
~words if every deep pool is put on a separate?:giowable basis
< an§4epeV£e}Low wants 500 barrelereHQay and another wants 300
barrsls, do you think maybe deep drilling will be retarded?
That you had o come in and submit to the Gommission evidence.
- %0 Justify an allowable when you wouldn't know ahead of time
what the basie allowable would be.
A I don't think it would encourage it.
| ﬁR. KELLY: In this case yow do know what the basic allow:
}abl_e ‘n‘v’i-{l-l'» b’é; is that ‘right?
A That is correct.
MR. SPURRIER: Any other guestions?
§I MR, GAHPBELL
Q‘ Mr. Colliston, have you calculated what your allowable
Qill be on an 80~acre well as to percentage?
A I haven't celoulated the actusal percentage increase.
Under a 53 berrel normal allowable, in order to make a 53 barrel
inorease across thevboard; the factor of one would add 53 barrels.
MR.}SPURRIER: May I answer the question partly for you? |
MR. COLLISTON: Yes; sir.
. MR, SfURRIER: For & 12;000 foot well the 80;acre 3116wable

s a h0=aora allowable for a




i2,000 feet. In other words, it would approach thdat point two
you just mentioned.

Mr, FOSTER: One point fifteen?

MR. SPURRIER: One point fifteen.
QSTER: what would it be from five to six thousand?

MR. SPURRIER: You are probably better with & pehéil than
I am, Judge. | |

 MR. CAMPBELL: You juét-édd 53 barrels to everything

. on forth. ‘

MR. SPURRIER: 53 barrels.

MR. CAMPBELL: There was no recommendation from zero to
5,000 feet.

MR. SPURRIER: Anymore questions of this witness?

:(Off.the record. ) | ;

MR. CAMPBELL: In other words, Mr. Colligton, the deeper
you go you get more oil but a smaller percentage of increase?
A .You double your aéreage_all'the way through. The increase

[ . - ——

18 simply the proporvional factor, whieh is stiil in therae.

[ ohd

Your economic factor.

MR. KEELER: Could I ask a ccuple of questions.
Q Mﬁ. Colliston; have you made any comparison as to thg 80;
acre allowables you would get under this method you are pre-
senting with the allowavbles you get in Texas under the so=called
1947 yardstick?
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A I simply made a rough comparison and in general they are
approximatély the same.
Q Did you take that far enough to compare say the allowable
which you would get today in New Mexico based on'53.barrels
bagic under you plan as oompgre& to the Texas allowables under
the Texas ocalendar day allowables under current shut;down'basis?
A You could get a higher allowsble in New Mexico.
Q You could get a higher allowable in New Mexico. Amd
certainly under that there would oertainlj be_no tendency to
digcourage drilling in New Mexico as compared to Texas?
A I can't see that there would be.

MR. SéURRIER: Anyone else? If not, the witness may be
éxcused., Than# ybﬁ very much, Mr. Colliston. )
| (Witness excused.)

MR. CAMPBELL: If the Commission‘please, I would like to

MR. SCOTT: I would like to make a statement with regard
to Case 313; Sheil 0il Goﬁpany would like to go on record as
being in accord with the proposal of Continental. The suggested
amendments for this Rule 505 with referendq to the method of
caléulating top uﬁit allowables for wells produoing'ffom depths

greater than 5,000 feet. And in fields for which 80w-acre spacing

‘has been or would be designated by the Commission. We feel that

Continental's interpretation of this proportional factor, or

depth factor is a fair and a reasonable approach. With respect

N
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to its’eoonomic aspects, we further believe that such a ﬁethod

of calculating these allowables for the deep wells in 80;aore

spaced fieldé would be in keeping with sound conservation practices.
MR. CAMPBELL: I wouid iike to make a statement on behalf

of the Texas:?aoific Coal and 0Oil Company on Case 313. If the

Commission shbuld sea fit to establish a state-wide allowable and

deep well adaptation to 80~acre proration units; it is the opinion-

“of the Texas-Pacific Coal and O0il Company that the order, if

pa
ts

issued upon this case, would not operate retro=actively and
would not supersede field rules now in existence, for two
reasons: First, of course, that the noticé, the call of this

hearing 18 not sufficient for that purpose. And in thesecond

'ﬁlaoe,'zhe state-wide rule would not supersede a field rule.

And field hearings would have to be oalled on 80-~acre fields
now in existence. -

MR. SPURRIER: Mr. Bond.

MR. BOND:‘ The Stanclind Oil and'Gas‘Combany. Mr. Kellough
read a statutory provision which provided for allocating allowe
able to & well on a factional unit in regard to the number of
acres that unit contained. I would like to also refer to state-
wide Rule 1O4H3 which we have discussed ongce todai; which
provides that if the drilling tract is within an allocated oil
pool or is placed within suoh allocated pool at anytime after

cdmpletion of the well and the drilling tract consists of less

than 39% acres or more than 40% acres, the top unit allowable .

for such well shall be increased or dacreased in the proportion
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that the number of acres in the drilling tract bears to 40.
In other words, under the provisions of that rule, allocation
is also on a basis of 100 per cent acreage. I think quite

a bit of 100 per cent acreage as an allocation formula., Because

Ve

it has the effect of causing the per acre withdrawals to be

the same. 'Apparently thq Commiesion has‘had a similar.belief
in its good éualities. It seems to me that regardless of
what the Commission had 1n‘mind whén they awarded thq deep
well adaptation factor, those faotors result in a-wéll that

- 1is drilled in exoesé of 5,000 feet receiving?oertain'allowable

and withdrawing a certain number of barrels per s&cre from the

unit it is completed on. I think it would be only fair that

that,lagzﬁafWééﬁﬁJaéréage be carried over to apply to 80wacres
or any other-size‘pnit which are found by the Commission tb'
be adquate for efficiént drainage of the pool. |

MR. SPURRIER: Anyone else?

MR. BRALY: May I say a word in response to thaﬁ? It is
duite obvioué when the Commission pass;d that rule they didn't
havé'in mind any SO;aore'fiéid. That rule would just as ob:'
viousl§-require gome amendment if the Commission does adopt
a state;wide So:acre field program. The rest of the gentleman's
observation cf course, pertains to maintéining the relative
status of thekwells wibhiﬁ a field as émong ﬁhemselvesJ And
this rle doesn'tﬁcontamplate any violation of that priﬁciﬁle
at all. The thing suggested here, you have simply got in -

" addition to the 4O=acre unit a greater 80~acre unit which you
w32




- will treat for the purpose of allocating between wells on the

same principles as you would treat 40 acres.

MR. BOND: 1If I might make one further observation. The
problem Mr. Kellough brought up, that of ailbcating within the
‘pools, wouldﬁ't be existent if oil were all§¢ated between poolé,

on the basis of 100 per cent acreage. It was my impression

from the Continental's testimony, they would not be opposed

to allocating between units in a pool on the basis of 100
psr cent acréage. Perhaps I am wrong in that, but if that is
a; eéuitable bagis for allocating between units in a pool it
appsars 'to me it should}also be eéuitable for allocgtihg
bétween varibus pools in thé state.-

MR.'SPUﬁRIER: Does anyone elée have a comment?

MR, KEELER: I feprésent Magnolia Petroleum Company. We
believe that the method presented by Cohtinéntal 0il Company

is a reasonable one. And we are in full agreement with the

proposed plan. I wouddilike to make one comment however, on

béhéif~of Magnolia, and that is that doesn't negessarily mean
in all cases we believe that that particular depth bracket
alloﬁablé will be the proper allowable for’all regervoirs
within that bracket. But it may be in the future we will have
sufficient reservoir information on a certain- field %hat we
may haveatc reduest ochanges bagsed on the efficient rate of
prbduoing_the regervoir,

MR. SPURRIER: Anyone else? If not, the case =« Mr. L

Selinger. 33



MR. SELINGER: For the record, on bshalf of the Sldlly 0il
Company, we wish to concur with the feoommendations rrade by
Continental with respect to establishing a uniform pattern for
allocation between pools to be made applicable to éolacre units
as has been done for ho:acre units. I think that has been
a boon'to\the oil industry for the past>few years in the 40
acres. 1 know of no state in the so:called nine or ten
regulatéd ataﬁes that have a program as simple for Q1location
as this state. Kansas has a similar, although on a location.
Iﬁ“thGSéTAtates where we have a uniform allocetion we have
less trouble and less fighting and going around for hearings

than in those states where it is based on fields, and == I

also want to impress on the Commission Continental's app‘ sation -

is only between pools. We can see 100 per cent allocatiOn
between tracts and leases and wells within a pool; However,
we don't wish to go on record as saying that is the only way,
beoause you have in effect already some fields on the basis of
| one and a palf times. If the Commission 1ind3‘pnac'1s thes way
it should be inkthat particular pool, welwish to defer the
100 per cent aoreage as between tracts and wells as in a
particular pool. This also doesn't necessarily mean that the
allocation is fixed for 80:acres indefinitely and permanently.
For example, in the Brunson Pool wherse the allocation was a
certain figure and the operators felt there was waste probably
being committed and went before the Commission and the Commission -
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reduced the allowﬁble.

Lastly, Magnolia's point is well taken where it is just
an unusual fields where this particular uniformity for 80 aocres
doesn't apply, the‘operators»can come in and make a showing for
a di;ferent dls tribution of the allowable. That point is
partioularlyvéovered by the statute, -Section 13, Paragraph E,
and in brief it says, ﬁhe method of allooation within a pool

agreed upon by the owners for the distribution of any allow~

able fixed by the Commission which plan in the judgment of the

Commission has the effeot of preventing waste as prohibited

by this Aot and is fair'to the royalty owners in such pool

- shall be adopted by the Commission, However, the Commission

upon hearing and after notioe may subsequently nédify any

such plan to the extent necessary to pravent waste as prohibited

by this Act. So that this doesn't fix it forever and permana

ently. ‘But ig establishes a rule of prosedure for operators

Iiké"ourselﬁes ~= and I am not taking partieulaf ocredit for

pa,,,ﬁ tuerrc ipanies are 81mllarly situated. We are

drilling 13 deep wells in this state at the pregent time. And

. other operators are drilling deep wells. And I think the uni-

formity of knowing what your base allowable ig has considerable
to do with the plans that operators may have for the next

year or two years as to knowing what their return will be on a
12 or 13 thousand foot well,

MR. SPURRIER: Mr. Dewey.
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MR. DEWEY: My name is R. S. Dewey, on behalf of the
Humble 0il and Refinkg Company. We concur in the statement
presented by Magnolia. |

MR. SPURRIER: Mr. Kellough.

MR. KELLOUGH: On behalf of the Amerada in case I didn't
make myself'oleaf,’we have no objections to the formula for»the
over;éll 80;acrevunit presented here provided the Cdmmission
includes with it as part of the state;wide ruleg, an order
providing for the allocation within the pool on a surfacd
agreage basis for fractional units or units which ineclude non:
produd@ive'éores.:'As to the three present 80-aore orders in |
which Amgréda'isviﬁterested, in all three of them, as Mr,

Oampbell,bbinted'out, I believe umer your present law the

. L)

: gpecial'cr e would provably take précedence over thq_genéral
«state;wide order and that it would seemkthat any atatezﬁide
dfder”adopbedknow would not effect‘those pools until we have
had an opportunity to appear before this Commission and present
‘our evidence on those cases.

MR. SPURRIER: Anyone else? If not, the case will be
taken under advisemenﬁ and the Gommission is in recess until

Thursday, October 25, at 10300 ofclock.
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'Hovcmbor; 1951.

STATE OF NEW MEXICO )
’ : ;SSQ
COUNTY OF BERNALILLO )
I HEREBY CERTIFY that the foregoing and attached

Transeript of Hearing in Case No. 313, before the 0il

- Conservation Commission, taken on October 25, 1951, in

Mabry Hall at Santa Fe, New Mexico, is a true and correct
record of the same to the best of my knowledge, skill,
and ability.

DATED gp»glbuquerque; New Mexico, this «Z!;Z dﬁy of




GONTINENTAY, OIL COMPANY

'EXHIBIT NO, 1

A B c | D E

_ Added 1D Aere : Deep Well
R | 18t 40 Acre Investment proportional , 2nd 4O Acre Proportional
% .  Pool Depth Range Credit . Oredit . Factor Credit . Faetor

wsm  (©#D>

® - 55 ’,o,oo 1 .0°~ = 1 .00 ‘ baiadad L i

5,000 . 6,000 1.00 0.33 1.33 100 2.3

e e R

16,000 = 7,000 1,00 0.7 1.77 100 20T
7,000 - 8,000 1,00 1.33 2.33 | 1,00 3.33
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89000 jd 9’000 : 1000 2006 - 3.00 i 1,00 4.00
9,000 ~ 10,000 | 1,00 2,77 3,77 1.00 BT

| '{' 164006‘9 11,000 1,00 3,67 ou.67 1,00 8,67
11,000 =(12,000 1,00 4,67 567 1,00 6.67
12,000 = 13,000 1,00 5,75 6.75 1,00 | 7.75




RULE 505. OIL PRORATION
’ X e w

2. Pool’ﬁopth.ﬁange‘
o 0 %o 5,000 Feet
5,000 to 6,000 "

6,000 to 7,000 *
7,000 to 8,000 »
'8;°°°'t° 9,000 .
9,000 to 10,000.‘5

110,000 to 11,000 *
11,000 to 12,000 *
12,000 to 13,000 *©

% % X B D

CONTINENTAL OIL COMPANY

" EXHIBIT NO, 2

40 Acre
Proportional Pacior

1.00
1.33
i¢77
2,33
3.00
3.77
4.67
5.67
6,75

80 Acre
Deep Well
- Proportional Factor

2.33
2,77
3.33
4,00
.77
5.67
6.67
T.75
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PROPOSED 80 ACRE DuBP WELIL PROPORTIONAL FAGTORS

In response to the call of the Commission in Case 313

for an order amending Hule 505 with parbicular referencs io

! ; Paragrapﬁ 2: Proportional Factors for Lgep Wells Under Various
Spacing Patterns, Cbntinental 041 Company wishes to proposs
T é .an smendment. This proposad amendment would provide for an
= J 80 scre deep well proportional factor which would placs the
ﬁﬁ’t : ? | ealoulation of BO acre deep well allowables on & comparable
é ‘ basis with the present calculation of 40 acre deep well éllow~

ables. 1t i8 presentsd as a matter of procedure under the

FRREe T TR

existing rules and regulations of the Commissions and would

e

apply only to thoae fields where the GCommission had estaﬁlished‘
80 aore apacing after hearing‘
I¢ 48 the purpose of Rule 505 to provide for allocation

between pools and to provide for a top unit allowable for each

o Y O AR P NN TR

range of depth. ‘The alloecation to any pool may be distriduted
to the respsctive units in the pool in accordance with the pro-

ration plan of that pool where such a plan oxists, The nature

1 L AR

of the calcuiations involved in Rule 505 places proration in

New Moxico on a statewide basis and each proration unit of com-
parable siie'and depth receives the same allowable. The operation
of this rule appears to be satisfactory and its validity has not
been questioned. It has been used herein, thersfors, as a basis
upon which to caleulate B0 acre deep well proportional factors
which would place the allowable of 80 aore proration units on

the same statewide basis as all other proration units with appro-

priate consideration being given to the number of acres and the
: depth involved.

; Before prooseding to the ealculation of the 80 acre
proportional factors, it might bs well to review briefly, the
composition of the 40 acre proportional factors with deep well

adaptation, Theae factora are composed of an acreage credit

and an eeonomic credit added together. The acreage credit
age nts the normal unit allowable in the factor srid has &

numerical value of dhe (1). The economic cradit adapts the




factor for depth and night beé roferred to as an “added invoest-

nent factor" as it was desipgnwed to provide a reasonable return
on tho additional investrent required vo drill a well below
5000 feet., A breakdown of these credits for the 40 acre propor-
tional factors is shown in eolumns A, B, and C of Continental
ixhibit Ho., 1., 7The points 1L would like to enphasize here are
as follows:

(a) Ths acreage credib for 49 acres haa the value of

one . f‘l)_

(b) The 4O acrs proportional factor is the result of
adding the acreage credit to the added investsent
oradit, and

{c¢) That the relatienahip mentioned in (b) above would
- .r#main thse same evon though it wera found that the
added investwent factor should raequire adju%tment with
changing sconomic conditions,
kWhan these pointns are considered, it becomes and easy
ratter to expand Rule'SOS to provide & reasonable proportional
factor to compute the top unit allowable for a deep well located
on a proration unit of any sige., At present, we are concernad
only with 80 acre unita. It is important to remember that it is
& fundamental principle of proration in New Mexico that every
40 acre unit receives the same normal unit allowable excapt in
the casa of ddap wells where the nowal unit allowable receives
“"deep well adaptation" as mentioned sbove. Therefore, when two
40 acre tracts are combined to form an 80 acre proration unit,
the proper calculation to determine the proportional factor is
as followa: '
(a) To the acreage credit of 1.00 for the first 4O
aocres ie added the acreage oredit of 1.00 for the
_aecond L0 acres giving a total acraage credit 6f 2.00,
(b) To the total acreagé“Jf‘ .00 is added tha appro-.
priate "added investunent’facter®, the sum gilving the
proper proportional factor to be multiplied by the
normal unit allowable in order to calculate the top
unit allowable., To illustrage: Given a well betwean
10,000 and 11,000 feet deep locatsed upon an 80 saere
prorebion unit the proportional factor would be calecul-
ated as follows:
To the LO acre proportional factor, which
already contains the acreage credit of 1.00

for the first L0 acreg and the added invest-
ment factor, add tha acreags cradit of 1.00

Cam ¢lhn aswmad 5IY vmonta

AR e eELUiia w ave wu( - xuw {,n;,gu;g‘,_;on B

would read 4,67 £ 1.00 3 5,67, This calcula-
tion is {llustrated for sach depth bracket in
columms D and & on Continental =xhibit No. 1.
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The top unit allowable resulting from this method

of calculating 80 acre deep well proportional factors is & pro-

e e e B ~ %1 YT 4 P - w SY$
per so-galled "doubLle allowabls". It gives appropriate crsditc

to the fact that the basic proration unit of 40 acres has been
doubled, but racognizes the fact that the opsrators investment
has not been inocressed aud that he is entitled to no additional

economic credit,

It follows tben—thab it is not proper to calculate a

8o called "double allowable" by wultiplyinp the 410 acre-ppeper
zionak~£aetor by some umber ‘Buch as 2 or 13 to obtain an 80

acre desp woll allowable for the following reasons:

é{) The 40 acre proportional faotor already contains

¢ Yadded investment oreditt, multiply the 40

acre proportional factor by two (;T is to give an
operator credit for making two investuents or drilling
two (%) wells when actually he has made but one invest-
ment. * S8uch an operatgr has no just claim to compensation
for an expenditure he did not make.

'(BQ The nature of the component parts of the 40 acre
proportional factor are such that the factor must be in-
oreased by the process of addition and not by multipli-
cation. .
- Te is recommended thersfora that paragraph 2 of state-
wide Rule 505 be amended to provide for 80 acre deep well pro-

portional factors calculated as herein deseribed and as phown

" on Continental kExhibit No. 2. It is our contention that the

proposed factors contain nothing that is new or not already a
port of the Commission's records and that their application will
have the effev’ of plaéing the top unit allowable fo} an 80 acre
desp proration unit on & reasonabls and cemparable basis witl
thes top unit allowable for othar deep-é&itsfin crder to provide

for a propser allocation between fields.




CONTIRENTAL OIL COMPANY
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| S Added A0 Ao | Doy vell
, \ ' 1st AD Aore Iavostment Pl-vporuaml - 2nd 40 Acres  Prapersiensl
Pool Depth Range &« : Credit Credit Faetor Credits agtor
N o | (A £ B) | (e 4 0)
5,000 « 6009 iayan e 039 picnn B IPior m& te ‘?4”“’34 FactoR, 39
6,000 = 7,000 oty OB iox 07 insda?T 1,00~ 2,97
7'.° °_° - ‘.0,95&;;;-?;( ERE . 1.33  1.712.33 2,000 33 3.3
8,000 « 9,089 uo 2,00: = - 2,00 1.773.00 1.00: . 77 &.00
9,000 = 10,090:00 30 RO ¢ R BRI R | 1083 AT
10,000 = 11,0005 v A0 3.67 5.k e®T 1,00 % 3,67
11,000 - 12,0005 5o 18,0 ¢ M6T  1.7i5.67 1.00:. 7 6.67
12,000 = 13,080550 te 13,000 * 5,75 576,75 1,005 .7 7.75
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CONTIKENTAL OXL CONPANY

RULE $0S. OIL PROBATION

* & ¢ o

2. Pool Depth Ramge
0 te 5,000 Faet
5,000 to 6,000 *
6,000 o 7,000 *
7,000 ¢6 8,000 *
| 8,000 %0 9,000 *
9,000 $o 10,000 *
A0, 500 w8 Ak,000
13,000 to 12,000 *
12,000 to 13,600 *®

K

AO Acre
Proportional Fastor
1.00
1.33
1.77
2.33
3.00
3. 77
4o 07
5.67
6.7%

80 Aeore

Bﬁ!{ ¥ell
. Froportional Faetor

2.33
a.7m
3.33
4.90
be7?7
5.67
6.67
775
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THE APPLICATION OF THE OIL CONSERVA-

BEFORE THE OIL CONSERVATION COMMISSION
OF THE STATE OF NEW MEXICO

IN THE MATTER OF THE HEARING CALLED

BY THE OIL CONSERVATION COMMISSION

OF THE STATE OF NEW MEXICO FOR THE

PURPOSE OF CONSIDERING: ,
CASE No. 313
ORDER No., R-160

TION COMMISSION UPON _ITS_ OWN MOTION
FOR AN ORDER AMENDING RULE 505, OIL
PRORATION WiTH PARTICULAR REFERENCE
TO PARAGRAPH 2: PROPORTIONAL FACTORS
FOR DEEP WELLS UNDER VARIOUS SPACING
PATTERNS,

ORDER OF THE COMMISSION

BY THE COMMISSION:

‘This rnatter came on for hearing at Santa Fe, New Mexico,
at 10 o'clock a, m. October 23, 1951, before the 0il Conservation Com-
mission of New Mexico, hereinafter referred to as the "Comm1ssion "

74

-NOW, on this. /o?J day of June, the Gommlssmn, a quorum

“bemg present having considered the testimony adduced and the exhibits

received at said hearing, and being otherwise fully advised in the premises,
FINDS:

1) That due notlce having been given as required by law, the
y

' Commission has jurisdiction of this cause and the subject matter thereof.

(2) That heretofore, by virtue of Order No. 850, Rule 505,
to which reference is hereby made, the Commission established 40-acre
proportional factors for oil wells in allocated pools.

(3) That the pr0pertional factors were established as follows:

POOL DEPTH ‘ PROPORTIONAL

RANGE FACTOR
0 to 5,000 Feet 1.00
From 5,000 to 6,000 " 1.33
n 6,000 to 7,000 1.7
" 7, 000 to 8,000 , 2,33
L 8, 000 tc 9,000 " : 3,00
n 9,000 to 10,000 * 3.7
" 10,000 to 11,000 4.67
.M 11,000 to 12,000 5.67
n 12,000 to 13,000 * 6.75

(4) That the proportional factors as established for 40-acres
were computed in order to provide a reasonable return on the additional
investment required to drill a well upon. 40 acres to a depth below 5, 000
feet.
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Case No. 313
Order No. R-160

(5) That in order to protect correlative rights there is a need
for the establishment of 80-acre proportional factors.

IT IS THEREFORE ORDERED:

(1) That Order No. 850, Rule 505, Paragraph 2, be and the
same hereby is amended as follows:

POOL DEPTH | 40-Acre . 80-Acre

__RANGE o ~ Proportional Factor Proportional Factor
0 to. 5, 000 Feet 1. 00 - -
5,000 to 6,000 " : 1.33 2.33
6,000 to 7,000 1. 77 2,77
7,000 to 8,0‘00 " 2.33 3.33
8,000 to 9,000"™ . 3. 00 4,00
9,000 :~to 10,000" 3,77 4,77
10,000 to 11,000 4,67 5.67
11,000 to 12,000 5.67 6.67
12,000 to 13,000 6.75 7.75

» ' (a)b The 40-acre proportional factor shall be applied to
pools developed on the no‘rmal statewide 40-acre spacing pattern.

* (b) The above 80-acre proportional factor shall hereafter
be applied to all pools developed on an 80-acre spacing pattern, which
the Commission hereafter authorizes as an exception to the normal state-
wide 40-acre spacing pattern, -

- PROVIDED “‘URTHER, That jurisdlction of this case be retained
for the purpose of revocation or modification under changing conditions,

» DONE at Santa Fe, New Mexico on the day and year hereinabove
designated,

STATE OF NEW MEXICO'
i OIL CONSERVATION COMMISSION

7 o

EDWIN L, MECHEM, Chairman
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