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O F C O U N S E L 

A p r i l 9, 1991 

Mr. W i l l i a m J. LeMay 
O i l Conservation D i v i s i o n 
Post O f f i c e Box 2088 
Santa Fe, New Mexico 87504 

Re: A p p l i c a t i o n of Santa Fe Energy Operati%CONSERVATION DIVISION 
Partners, L.P. f o r Compulsory Pooling, 
Lea County, New Mexico 
NMOCD Case No. 10211 
Order No. R-9480 

A p p l i c a t i o n of Hanley Petroleum Inc. 
f o r Compulsory Pooling, Lea County, 
New Mexico 
NMOCD Case No. 10219 
Order No. R-9480 

Dear Mr. LeMay: 

On behalf o f Hanley Petroleum I n c . , please f i n d 
enclosed our A p p l i c a t i o n f o r a Stay of D i v i s i o n Order R-
9480. 

The DeNovo hearing on the Commission Hearing 
Docket i s now scheduled f o r May 9, 1990. 

Attorneys f o r Santa Fe Energy and f o r Heyco 
have each informed me they are not opposed t o the e n t r y 
of the Stay Order. A proposed Stay Order i s enclosed. 

WTK/tic 
Enclosure 

HAND DELIVERED 

'• f 



Mr. W i l l i a m J. LeMay 
A p r i l 9, 1991 
Page 2 

cc: Robert G. S t o v a l l , Esq. (Hand Del i v e r e d ) 
W i l l i a m F. Carr, Esq. (Hand Delivered) 
James G. Bruce, Esq. (Fax) 
James Rogers (Fax) 

1957/ltrt409.215 



STATE OF NEW MEXICO 
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION DIVISION 

IN THE MATTER OF THE HEARING 
CALLED BY THE OIL CONSERVATION ^ i 
DIVISION FOR THE PURPOSE OF 
CONSIDERING: Oa. CGNSffiVATlUN QMiUQM. 

CASE NOS. 10211 AND 10219 
ORDER NO. R-9480 

APPLICATION OF SANTA FE ENERGY OPERATING CASE NO. 10211 
PARTNERS, L.P. FOR COMPULSORY POOLING, 
LEA COUNTY, NEW MEXICO. 

APPLICATION OF HANLEY PETROLEUM INC. CASE NO. 10219 
FOR COMPULSORY POOLING, LEA COUNTY, 
NEW MEXICO. 

ORDER OF THE DIVISION 
STAYING ORDER R-9480 

BY THE DIVISION: 

This matter having come before the D i v i s i o n upon the 
request o f Hanley Petroleum Inc. f o r a Stay of D i v i s i o n 
Order 9480 and the D i v i s i o n D i r e c t o r having considered the 
Request and being f u l l y advised i n the premises, 

NOW, on t h i s day of A p r i l , 1991, the D i v i s i o n 
D i r e c t o r : 

FINDS: 

(1) That D i v i s i o n Order R-9480 was entered on March 
29, 1991, upon the a p p l i c a t i o n o f Santa Fe Energy Operating 
Partners, L.P. f o r a compulsory p o o l i n g order o f the Hanley 
Petroleum I nc. 
i n t e r e s t s . 

(2) That on A p r i l 8, 1991, Hanley Petroleum Inc. f i l e d 
w i t h the D i v i s i o n a request f o r a DeNovo Hearing i n t h i s 



case which w i l l be set f o r hearing by the Commission on May 
9, 1991. 

(3) That pursuant t o the terms of the D i v i s i o n Order 
R-9480 Santa Fe Energy Operating Partners, L.P. has sent t o 
Hanley Petroleum Inc. a n o t i c e by which i t must make an 
e l e c t i o n t o p a r t i c i p a t e i n the subject w e l l on or before May 
4, 1991. 

(4) That unless D i v i s i o n Order R-9480 i s stayed, 
Hanley Petroleum I n c . w i l l be denied a reasonable 
o p p o r t u n i t y t o make an e l e c t i o n f o l l o w i n g the e n t r y o f an 
order by the Commission. 

(5) That unless D i v i s i o n Order R-9480 i s stayed the 
matters i n dispute a t the DeNovo Hearing before the 
Commission w i l l be moot. 

(6) That the e n t r y of t h i s order w i l l not adversely 
a f f e c t the c o r r e l a t i v e r i g h t s o f any p a r t y . 

(7) That Hanley has complied w i t h the p r o v i s i o n o f 
D i v i s i o n Memorandum 3-85 and has f i l e d i t s request f o r a 
stay on A p r i l 10, 1991. 

IT IS THEREFORE ORDERED: 

(1) That D i v i s i o n Order R-9480 i s hereby stayed i n i t s 
e n t i r e t y . 

(2) That Santa Fe Energy Partners, L.P.'s n o t i f i c a t i o n 
on A p r i l 4, 1991 t o Hanley Petroleum Inc. of i t s t h i r t y day 
e l e c t i o n p e r i o d pursuant t o Order 9480 i s v o i d and o f no 
e f f e c t . 

(3) That j u r i s d i c t i o n of t h i s cause i s r e t a i n e d f o r 
the e n t r y of such f u r t h e r orders as the D i v i s i o n may deem 
necessary. 

DONE at Santa Fe, New Mexico, on the date and year 
hereinabove designated. 

WILLIAM J. LeM' 
D i r e c t o r 

VISION 

1987/ordt409.21 



STATE OF NEW MEXICO 

ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION DIVISION D,n,,,rn 

IN THE MATTER OF THE HEARING AH V:' 
CALLED BY THE OIL CONSERVATION 
D I V I S I O N FOR THE PURPOSE OF OIL CONSERVATION DIVISION 
CONSIDERING: 

CASE NOS. 10211 AND 10219 
ORDER NO. R-9480 

APPLICATION OF SANTA FE ENERGY CASE NO. 10211 
OPERATING PARTNERS, L.P. FOR 
COMPULSORY POOLING,LEA COUNTY, 
NEW MEXICO. 

APPLICATION OF HANLEY PETROLEUM CASE No. 10219 
INC. FOR COMPULSORY POOLING, 
LEA COUNTY, NEW MEXICO. 

APPLICATION BY HANLEY 
PETROLEUM INC. REQUEST 

FOR A STAY OF DIVISION ORDER R-9480 

COMES NOW HANLEY PETROLEUM INC. and i n accordance 

w i t h New Mexico O i l Conservation D i v i s i o n Memorandum No. 

3-85 (attached as E x h i b i t "A") requests the D i v i s i o n t o 

Stay D i v i s i o n Order-9480 which has been appealed 

DeNovo t o the Commission and i n support t h e r e o f s t a t e s : 



BACKGROUND: 

1. On March 7, 1991, the D i v i s i o n h e l d a 

cons o l i d a t e d hearing of the Hanley p o o l i n g case (10219) 

and the Santa Fe Energy p o o l i n g case (10211) before 

Examiner Jim Morrow. 

2. Santa Fe Energy, w i t h a 25% working i n t e r e s t , 

sought t o be operator of a standup 80-acre spacing u n i t 

f o r Wolfcamp o i l production w i t h and based upon i t s 

geologic evidence proposed the w e l l be lo c a t e d i n the 

south 40-acres a t an estimated cost o f $721,942. 

3. Hanley Petroleum, w i t h a 50% working i n t e r e s t , 

sought t o the named the operator of the same spacing 

u n i t , but based upon i t s geologic evidence, proposed the 

w e l l be lo c a t e d i n the n o r t h 40-acres w i t h the t o t a l w e l l 

estimated t o cost $667,782 and also proposing a s p l i t 

cost a l l o c a t i o n between the shallow 40-acre p o t e n t i a l 

p r o d u c t i o n and the deeper 80-acre p o t e n t i a l o i l 

prod u c t i o n . 

4. On March 29, 1991, the D i v i s i o n entered Order 

R-9480 g r a n t i n g the Santa Fe Energy a p p l i c a t i o n and 

denying the Hanley Petroleum a p p l i c a t i o n , a copy o f which 

i s attached as E x h i b i t "B." 
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5. On A p r i l 4, 1991, Santa Fe Energy n o t i f i e d 

Hanley t h a t i t must make an e l e c t i o n w i t h i n 30-days i n 

order t o p a r t i c i p a t e i n the w e l l t o be d r i l l e d pursuant 

t o Order R-9480. See E x h i b i t "C." 

6. On A p r i l 8, 1991, Hanley, a p a r t y adversely 

a f f e c t e d by Order R-9480, f i l e d i t s DeNovo A p p l i c a t i o n 

w i t h the D i v i s i o n . See E x h i b i t "D." 

ARGUMENTS 

POINT I 

A DENOVO APPLICATION WHEN FILED 
AUTOMATICALLY MAKES THE EXAMINER 
ORDER INVALID AND UNENFORCEABLE 

DE NOVO means t r y i n g the matter anew, the same as i f 

i t had not been heard before. See Mason v. World War I I 

Service Compensation Board, 51 N.W. 2d 432. When hearing 

de novo i s granted, i t furthermore i s as i f no d e c i s i o n 

had p r e v i o u s l y been rendered. I n Horton v. L i b e r t y 

Mutual Insurance Company, 367 U.S. 348, 6 L.Ed.2d 980, 

the United States Supreme Court i n reviewing a dispute 

i n v o l v i n g a worker's compensation award s t a t e d t h a t the 

lower c o u r t was not making an ap p e l l a t e review o f the 

a c t i o n o f the Texas I n d u s t r i a l Accident Board, but t h a t 



the proceeding before the lower c o u r t had been a t r i a l 

denovo and as such, the proceeding was t o be conducted 

w h o l l y w i t h o u t reference t o what the Board may have 

decided. 

When the O i l Conservation Commission reviews the 

d e c i s i o n of the D i v i s i o n , i t does so w i t h o u t s t a t u t o r y 

l i m i t a t i o n s and t h e r e f o r e makes an e n t i r e l y independent 

review as i f the new hearing was an o r i g i n a l proceeding. 

Section 70-2-13, N.M.S.A. 1978, provides i n p a r t : 

...any p a r t y of record adversely a f f e c t e d 

s h a l l have the r i g h t t o have the matter 

heard de novo before the Commission upon 

a p p l i c a t i o n f i l e d w i t h the D i v i s i o n w i t h i n 

t h i r t y days from the time any such d e c i s i o n 

i s rendered. 

There are no other p r o v i s i o n s i n s t a t u t e or O i l 

Conservation D i v i s i o n Rules which r e l a t e t o or impose 

r e s t r i c t i o n s upon denovo hearings before the Commission. 

Therefore, there i s nothing which would modify, 

r e s t r i c t or give the concept of hearings denovo a unique 

or unusual meaning as i t applies t o the hearings before 

the O i l Conservation Commission. 
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Since denovo means "anew" and "denovo" proceedings 

are t o be conducted wi t h o u t reference t o the previous 

d e c i s i o n , the f i l i n g of an A p p l i c a t i o n f o r DeNovo 

a u t o m a t i c a l l y makes the examiner order i n v a l i d and 

unenforceable. 

POINT I I 

DIVISION SHOULD GRANT A STAY 
OF ORDER R-9480 IN ORDER TO 
PROTECT CORRELATIVE RIGHTS 
AND TO INSURE DUE PROCESS 

Section 70-2-11, N.M.S.A. 1978, empowers the 

D i v i s i o n "... t o do whatever may be reasonably necessary 

t o c a r r y out the purposes o f t h i s act, whether or not 

i n d i c a t e d or s p e c i f i e d i n any s e c t i o n hereof." Section 

70-2-6, N.M.S.A. 1978, defines the D i v i s i o n ' s powers and 

d u t i e s t o in c l u d e "... a u t h o r i t y and c o n t r o l o f and over 

a l l persons, matters or t h i n g s necessary or proper t o 

enforce e f f e c t i v e l y the p r o v i s i o n s of t h i s a c t or any 

other law o f t h i s s t a t e r e l a t i n g t o the conservation o f 

o i l or gas ..." 

A co u r t e n t e r i n g an order may stay i t s execution 

pending f u r t h e r proceedings i n the case. See Rule 62 of 

the New Mexico Rules of C i v i l Procedure. I n t h i s case, 

Hanley Petroleum i s asking the D i v i s i o n D i r e c t o r , the 



Hanley's share of Wolfcamp hydrocarbons than the south 

l o c a t i o n granted i n the Order. 

(3) The Examiner's order f a i l e d t o make 

e s s e n t i a l f i n d s of u l t i m a t e f a c t s concerning d i s p u t e over 

which p a r t y ' s AFE was reasonable and f a i l e d t o adopt 

e i t h e r AFE whether reasonable or not. 

(4) The Examiner's Order i n c o r r e c t l y pooled 

a l l mineral i n t e r e s t s from the surface t o the base o f the 

Wolfcamp i n d i r e c t c o n f l i c t w i t h both p a r t i e s s t a t e d 

purposes which was t o pool onl y those i n t e r e s t f o r 80-

acre spaced o i l production, i n c l u d i n g the Wolfcamp po o l . 

That mistake r e s u l t s i n 40-acre spaced mineral p r o d u c t i o n 

being pooled i n t o an 80-acre spacing u n i t i n v i o l a t i o n o f 

Section 70-2-17(0 N.M.S.A. 1978. 

(5) The Examiner's Order f a i l e d t o make 

f i n d i n g s of u l t i m a t e f a c t s from which t o understand the 

reasoning of the D i v i s i o n on the cost a l l o c a t i o n issue 

r a i s e d by Hanley Petroleum. The Examiner, having 

determined t h a t the w e l l would be lo c a t e d i n the south 

40-acres i n which Hanley had no i n t e r e s t above the top o f 

the Wolfcamp, f a i l e d t o a l l o c a t e costs between the 

shallow versus the deep o i l zones thereby r e q u i r i n g 

Hanley t o pay a d i s p r o p o r t i o n a t e l y higher share of the 
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i n d i v i d u a l who entered the order, t o stay i t s e f f e c t 

pending denovo review f o r reasons which i n c l u d e , but not 

by way of l i m i t a t i o n , the f o l l o w i n g : 

(1) The Examiner's Order was issued i n 

v i o l a t i o n o f Section 70-2-13 N.M.S.A. 1978 because i t was 

entered p r i o r t o r e c e i p t of the t r a n s c r i p t i n the case. 

An Examiner does not have the a u t h o r i t y t o enter an order 

i n a case he hears but must provide t o the D i v i s i o n 

D i r e c t o r h i s recommended order based "upon the t r a n s c r i p t 

of testimony and record made by or under the s u p e r v i s i o n 

of the examiner..." There was no t r a n s c r i p t a v a i l a b l e 

and t h e r e f o r e the order was entered prematurely. 

(2) The Examiner's order f a i l e d t o decide the 

case on the m e r i t s of each pa r t y ' s geologic evidence but 

i n s t e a d ignored t h a t dispute and resolved the case i n 

favor o f Santa Fe Energy based upon a t h e o r e t i c a l 80-acre 

diagonal o f f s e t w e l l p a t t e r n which was c e r t a i n l y not 

mandatory or even p r e f e r r e d i n the Special F i e l d Rules 

f o r the South Corbin Wolfcamp Pool (Reference Order No. 

R-8181-B 5-20-86). The Examiner also ignored the 

undisputed f a c t t h a t Santa Fe Energy's Kachine 8 #1 w e l l 

i s c l o s e r t o Hanley's lease l i n e and more l i k e t o d r a i n 
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costs of the w e l l than i s allowed under COPAS B u l l e t i n 

#2, This o v e r s i g h t by the Examiner i s c o n t r a r y t o the 

requirements set f o r t h f o r the D i v i s i o n by the New Mexico 

Supreme Court i n Fasken v. O i l Conservation Commission, 

87 N.M. 588 (1978). 

(6) The Examiner's order f a i l e d t o take i n t o 

proper c o n s i d e r a t i o n t h a t Hanley Petroleum i s the l a r g e s t 

s i n g l e working i n t e r e s t owner i n the spacing u n i t . 

(7) The Examiner's Order ignored the 

undisputed evidence t h a t the Santa Fe l o c a t i o n was 

estimated t o recover only 130,000 b a r r e l s o f o i l w h i l e 

the Hanley l o c a t i o n was estimated t o recover 260,000 

b a r r e l s of o i l . 

(8) On A p r i l 4, 1991 Hanley r e c e i v e d Santa Fe 

Energy's n o t i f i c a t i o n pursuant t o the p o o l i n g order 

demanding i t t o pay i t s share of the w e l l costs w i t h i n 30 

days (see E x h i b i t "C"). 

(9) Hanley's e l e c t i o n p e r i o d under the order 

w i l l e x p i r e on May 4th, f i v e days p r i o r t o the DeNovo 

hearing before the Commission. 

(10) Unless the D i v i s i o n Order i s stayed, 

Hanley Petroleum w i l l be denied a reasonable p e r i o d o f 
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time i n which t o make an e l e c t i o n f o l l o w i n g the 

Commission hearing. 

(11) Santa Fe Energy has attempted t o enforce 

against Hanley the terms of the D i v i s i o n Order t h a t 

Hanley has appealed. Such a c t i o n f o r a l l p r a c t i c a l 

purposes w i l l f o r c e Hanley Petroleum t o make an e l e c t i o n 

t o p a r t i c i p a t e under the terms of a p o o l i n g order which 

i s s t i l l being contested and w i l l make a DeNovo hearing 

meaningless. 

(12) Neither Hanley nor Santa Fe has any 

e x p i r i n g c o n t r a c t u a l or leasehold i n t e r e s t which w i l l be 

jeopardized i f t h i s stay i s approved. However, no 

d r i l l i n g or other continuous operations can be commenced 

before June 1, 1991 due t o the Lesser P r a r i e Chicken 

mating season. 

(13) Attorneys f o r both Santa Fe Energy and 

Heyco have been n o t i f i e d of t h i s request and n e i t h e r i s 

opposed t o e n t r y of a Stay Order. 

WHEREFORE, i n order t o the p r o t e c t the c o r r e l a t i v e 

r i g h t s o f Hanley Petroleum and t o prevent p o s s i b l e waste 

of hydrocarbons by the d r i l l i n g o f a w e l l a t an 

unfavorable geologic l o c a t i o n , we request t h a t the 
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D i v i s i o n Order R-9480 be stayed i n i t s e n t i r e t y pending 

e n t r y of the Commission order i n t h i s case. 

R e s p e c t f u l l y submitted, 

KELLAHIN, KELLAHIN & AUBREY 

W. Thomas* Kefllahin 
Post O f f i c e Box 2265 
Santa Fe, New Mexico 87504 
(505) 982-4285 
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CERTIFICATE OF SERVICE 

I hereby c e r t i f y t h a t on day o f A p r i l , 1991, 

I had a t r u e copy o f the foregoing A p p l i c a t i o n of Hanley 

Petroleum Inc. Request f o r a Stay of D i v i s i o n Order 

served by personal d e l i v e r y t o Robert G. S t o v a l l , Esq., 

O i l Conservation D i v i s i o n , Post O f f i c e Box 2088, Santa 

Fe, New Mexico 87504-2088 and W i l l i a m F. Carr, Esq. 

Campbell & Black, P.A., Post O f f i c e Box 2208, Santa Fe, 

New Mexico 87504-2208; and by f a c s i m i l e t o James G. 

Bruce, Esq., Hin k l e , Cox, Eaton, C o f f i e l d & Hensley, 500 

Marquette, N.W., Suite 740, Albuquerque, New Mexico 

87102-2121. \ ^ v / * A J A 

1987/reqt408.215 
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50 YEARS 

STATE OF N E W MEXICO 

E N E R G Y AND M I N E R A L S D E P A R T M E N T 
OIL C O N S E R V A T I O N D I V I S I O N 

1935 - 1985 

TONEY ANAYA 
G O V E R N O R 

No. 3-85 

POST OFFICE B O X 2088 
STATE L A N D OFFICE BUILDING 
S A N T A FS. N E W M E X I C O 87501 

(505) 827-5800 

M E M O R A N D U M 

TO: ALL ATTORNEYS PRACTICING BEFORE THE DIVISION 

FROM: R. L. STAMETS, DIRECTOR 

SUBJECT: APPLICATION FOR HEARING DE NOVO AND GUIDELINES 
FOR REQUESTS FOR STAYS OF ORDERS 

The D i v i s i o n has r e c e n t l y been r e c e i v i n g requests f o r 
stays of orders appealed De Novo t o the Commission. To 
assure a f a i r o p p o r t u n i t y f o r a l l p a r t i c i p a n t s t o comment 
on any proposed stay , The D i v i s i o n intends t o f o l l o w the 
gu i d e l i n e s l i s t e d below: 

(1) Requests f o r stays must be f i l e d w i t h the 
D i v i s i o n a t l e a s t seven day p r i o r t o the l a s t 
day a De Novo hearing may be sought. 

(2) A copy o f the request f o r stay must c o n c u r r e n t l y 
be f u r n i s h e d the at t o r n e y (s) f o r the other 
p a r t y ( i e s ) i n the case. 

(3) The request s h a l l be accompanied by a d r a f t stay 
order. 

Notwithstanding these g u i d e l i n e s , the D i r e c t o r o f the 
D i v i s i o n may gr a n t stays under other circumstances should 
i t prove necessary t o prevent waste, t o p r o t e c t 
c o r r e l a t i v e r i g h t s , t o p r o t e c t f r e s h water, or t o prevent 
gross negative consequences t o any a f f e c t e d p a r t y . 

September 23, 1985 

Exhibit A 



STATE OF NEW MEXICO 
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION DIVISION 

IN THE MATTER OF THE HEARING 
CALLED BY THE OIL CONSERVATION 
DIVISION FOR THE PURPOSE OF 
CONSIDERING: 

CASES NOS. 10211 AND 10219 
Order No. R-9480 

APPLICATION OF SANTA FE ENERGY OPERATING 
PARTNERS, L.P. FOR COMPULSORY POOLING, 
LEA COUNTY, NEW MEXICO 

APPLICATION OF HANLEY PETROLEUM INC. FOR 
COMPULSORY POOLING, LEA COUNTY, NEW MEXICO. 

ORDER OF THE DIVISION 

BY THE DIVISION: 

This cause came on for hearing at 8:15 a.m. on March 7, 1991, at 
Santa Fe, New Mexico, before Examiner Jim Morrow. 

NOW, on this 29th day of March, 1991, the Division Director, 
having considered the testimony, the record and the recommendations of the 
Examiner, and being fu l ly advised in the premises, 

FINDS THAT: 

(1) Due public notice having been given as required by law, the 
Division has jurisdiction of this cause and the subject matter thereof. 

(2) The applicant in Case 10211, Santa Fe Energy Operating 
Partners, L . P . , (Santa Fe), seeks an order pooling all mineral interests 
from the surface to the base of the Wolfcamp formation underlying the 
following described acreage in Section 8, Township 18 South, Range 33 East, 
NMPM,' Lea County, New Mexico, in the following manner: 

(a) The W/2 NW/4 to form a standard 80-acre oil spacing and 
proration unit for any and all formations and/or pools 
developed on 80-acre spacing within said vertical extent, 
which presently includes but is not necessarily limited to 
the Undesignated South Corbin-Wclfcamp Pool; 

E x h i b i t B 



Cases Nos. 10211 and 10219 
Order No. R-9480 
Page 2 

(b) The SW/4 NW/4 to form a standard 40-acre oil spacing and 
proration unit for any and all formations and/or pools 
developed on 40-acre spacing within said vertical extent, 
which presently includes but is not necessarily limited to 
the Undesignated West Corbin-Delaware, Undesignated 
Central Corbin-Queen, Undesignated West Corbin-San 
Andres and Undesignated Corbin-Bone Spring Pools. 

Both units are to be dedicated to a single well to be drilled at a standard oil 
well location 1980 feet from the North line and 660 feet from the West line 
(Unit E) of said Section 8. 

(3) The applicant in Case 10219, Hanley Petroleum Inc. (Hanley), 
originally sought an order pooling all mineral interests from the surface to 
the base of the Wolfcamp formation underlying the following described 
acreage in Section 8, Township 18 South, Range 33 East, NMPM, Lea 
County, New Mexico, in the following manner: 

(a) The W/2 NW/4 to form a standard 80-acre oil spacing and 
proration unit for any and all formations and/or pools 
developed on 80-acre spacing within said vertical extent, 
which presently includes but is not necessarily limited to 
the Undesignated South Corbin-Wolfcamp Pool; 

(b) The SW/4 NW/4 to form a standard 40-acre oil spacing and 
proration unit for any and all formations and/or pools 
developed on 40-acre spacing within said vertical extent, 
which presently includes but is not necessarily limited to 
the Undesignated West Corbin-Delaware, Undesignated 
Central Corbin-Queen, Undesignated West Corbin-San 
Andres, and Undesignated Corbin-Bone Spring Pools. 

Both units would have been dedicated to a single well to be drilled at a 
standard oil well location 1980 feet from the North line and 660 feet from the 
West line (Unit E) of said Section 8. 

(4) Hanley amended its application in Case 10219 and at the hearing 
requested approval for an 80-acre oil spacing and proration unit as 
described in Finding No. (3)(a) above with said unit to be dedicated to a 
well to be drilled at a standard oil well location 660 feet from the North and 
West lines (Unit D) of said Section 8. A 40-acre oil spacing and proration 
unit in Unit D would not require compulsory pooling since Hanley's working 
interest in the NW/4 NW/4 of said Section 8 is 100%. 

(5) Each applicant (Santa Fe and Hanley) has the right to dril l and 
each proposes to dr i l l a well on their respective units, as described above in 
Findings (2) and (4) , to a depth sufficient to test the Wolfcamp formation. 
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(6) Cases Nos. 10211 and 10219 were consolidated for the purpose of 
hearing and should he consolidated for purpose of issuing an order since the 
cases involve common acreage and the granting of one application would 
require the denial of the other. 

(7) This matter has been the subject of previous Oil Conservation 
Division and Oil Conservation Commission actions involving Hanley's 
subpoena request for certain Santa Fe records. 

(8) A representative of the Harvey E. Yates Company appeared at the 
hearing in support of Santa Fe's application. 

(9) There are interest owners in the proposed units who have not 
agreed to pool their interests. 

(10) The primary objective of either proposed well would be a 
Wolfcamp completion in the Undesignated South Corbin-Wolfcamp Pool to 
offset Santa Fe's recently completed Kachina "8" Federal Well No. 1 in the 
NE/4 NW/4 of said Section 8. It flowed 411 barrels of oil , 59 barrels of 
water and 577 MCF of gas per day on initial potential on January 13, 1991. 
Santa Fe's Form C-115 production report shows that the well produced 8143 
barrels of oil , 213 barrels of water and 9374 MCF of gas during January, 
1991. 

(11) Pool rules for the South Corbin-Wolfcamp pool provide for 80-
acre standard spacing and proration units with wells to be located within 150 
feet of the center of a governmental quarter-quarter section or lot. 

(12) In support of its application in Case No. 10211, Santa Fe 
submitted the following information through its exhibits and the testimony of 
its witnesses: 

(a) Santa Fe's proposed location for its Kachina 8 Federal Well 
No. 2 in the SW/4 NW/4 of said Section 8 would conform to 
an 80-acre diagonal spacing pattern. Santa Fe believes 
this would provide better recovery than Hanley's location 
which would be a direct West offset to Santa Fe's Kachina 
8 Federal Well No. 1. 

(b) Cross-sections, structure maps and isopach maps were 
submitted to show the favorable conditions at the Santa Fe 
location. Their geology shows that the proposed location 
would be approximately 20 feet lower on the Wolfcamp 
structure than their Kachina 8 Well No. 1 and would have 
about the same thicknes3 of clean Wolfcamp carbonate. 
The Santa Fe location is 50 feet lower structurally than 
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the Hanley location but would encounter a great thickness 
of clean carbonate in the "Wolfcamp according to Santa Fe's 
testimony. 

(c) Santa Fe's witnesses testified that lower structural 
position would not necessarily result in increased water 
production from the Wolfcamp. 

(d) Santa Fe's engineering witness estimated that a well at the 
Santa Fe location would recover 50,000 to 60,000 barrels 
more oil than one at the Hanley location. 

(e) Cross-sections, structure maps and porosity maps 
submitted by Santa Fe indicate that the Bone Spring 
formation would be productive at the Hanley location but 
would be water productive at the Santa Fe location. Santa 
Fe recommended allocation of well costs between the 
Wolfcamp and the Bone Spring i f the Hanley location is 
approved. 

( f ) Santa Fe's estimated well cost is $721,942. They expect to 
recover 100,000 barrels of oil from the Wolfcamp. Monthly 
overhead rates of $6,260 while dri l l ing and $626 while 
producing were requested along with a 200% risk penalty. 

(g) Santa Fe and the Harvey E. Yates Company each have 50% 
working interest in the SW/4 NW/4 of said Section 8. 

(13) To support its application in Case No. 10219, Hanley presented 
the following information through its exhibits and the testimony of its 
witnesses: 

(a) Structure and isopach maps and cross-sections were 
submitted to show that their proposed location is the 
better choice. Their geology shows that the Hanley 
location would be approximately 25 feet higher on the 
Wolfcamp structure than Santa Fe's location and would 
encounter approximately the same thickness of net clean 
Lower Wolfcamp limestone. 

(b) Decline curves to estimate the reserves for Wolfcamp 
completions in the area were submitted. This data along 
with an estimate of the reserves for Santa Fe's Kachina 
"8" Federal Well No. 1 was used to construct an "Iso-
Production" map for use in estimating ultimate recovery. 
Hanley's Wolfcamp recovery estimates are 260,000 barrels 
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for their location and 130,000 barrels for the Santa Fe 
location. 

(c) Water production data from Wolfcamp completions in the 
Corbin area was used by Hanley to support their 
testimony that wells lower on the Wolfcamp structure 
produce more water. 

(d) Hanley submitted a Bone Spring structure map indicating 
their proposed location would be approximately 100 feet 
higher on the Bone Spring structure than the Santa Fe 
location. 

(e) Hartley's estimated cost for a Wolfcamp well is $667,782. 
They proposed a method for allocating and amortizing well 
costs in the event the well is eventually plugged back for 
a completion attempt in the Bone Spring or other zone in 
which the ownership differs from that in the Wolfcamp. 
Monthly overhead rates of $5,184 while dril l ing and $485 
while producing were suggested based on the mean rates 
in the Ernst and Young 1990 survey. A risk penalty of 
150% was recommended at the Hanley location. Hanley's 
witnesses testified that the risk would be higher at the 
Santa Fe location. 

( f ) Payout calculations prepared by Hanley show that a 
Wolfcamp well will payout in four months at their location 
and in eight months at the Santa Fe location. 

(14) Santa Fe's compulsory pooling application was received by OCD 
on December 12,. 1990, Hanley's initial application was received by OCD on 
January 2, 1991, and their amended application was received on February 
12, 1991. Hanley began efforts to develop their acreage after Santa Fe filed 
its application. 

(15) Based on the evidence and testimony received in these cases, 
either the Santa Fe or the Hanley location should result in a successful 
Wolfcamp completion. Evidence shows that Santa Fe's is the more 
appropriate location since i t conforms to an 80-acre diagonal spacing pattern 
and should therefore result in better recovery of reserves. Santa Fe's 
application should be approved and they should be designated as operator. 
Overhead charges for supervision should be set at $5,184 while drilling and 
$485 while producing. Since risk of an unsuccessful completion is low, the 
risk penalty should be set a- 100%. The 40-acre spacing unit applied for in 
Santa Fe's application is not required since all of the working interests in 
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the SW/4 NW/4 of said Section 8 have reached voluntary agreement 
concerning the pooling of their interests. 

(16) Approval as set out in Finding (15) above and in the following 
order will avoid the drilling of unnecessary wells, protect correlative rights, 
prevent waste and afford the owner of each interest in said unit the 
opportunity to recover or receive without unnecessary expense his just and 
fair share of the production in any pool resulting from this order. 

IT IS THEREFORE ORDERED THAT: 

(1) The application of Hanley Petroleum Inc. in Case No. 10219 as 
described in Findings (3) and (4) of this order is hereby denied. 

(2) All mineral interests, whatever they may be, from the surface to 
the base of the Wolfcamp, underlying the W/2 NW/4 of Section 8, Township 
18 South, Range 33 East, NMPM, Lea County, New Mexico, are hereby 
pooled to form an 80-acre oil spacing and proration unit to be dedicated to a 
well to be drilled at a standard oil weD location 1980 feet from the North line 
and 660 feet from the West line (Unit E) of said Section 8. 

PROVIDED HOWEVER THAT, the operator of said unit shall commence 
the drilling of said well on or before the 15th day of June, 1991, and shall 
thereafter continue the drilling of said well with due diligence to a depth 
sufficient to test the Wolfcamp formation. 

PROVIDED FURTHER THAT, in the event said operator does not 
commence the dril l ing of said well on or before the 15th day of June, 1991, 
Decretory Paragraph No. (2) of this order shall be null and void and of no 
effect whatsoever, unless said operator obtains a time extension from the 
Division for good cause shown. 

PROVIDED FURTHER THAT, should said well not be drilled to 
completion, or abandonment, within 120 days after commencement thereof, 
said operator shall appear before the Division Director and show cause why 
Decretory Paragraph No. (2) of this order should not be rescinded. 

(3) Santa Fe Energy Operating Partners, L .P . is hereby designated 
the operator of the subject well and unit. 

(4) After the effective date of this order and prior to commencing 
said well, the operator shall furnish the Division and each known working 
interest owner in the subject unit an itemized schedule of estimated well 
costs. 

T 
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(5) Within 30 days from the date the schedule of estimated well costs 
is furnished to him, any non-consenting working interest owner shall have 
the right to pay his share of estimated well costs to the operator in lieu of 
paying his share of reasonable well costs out of production, and any such 
owner who pays his share of estimated well costs as provided above shall 
remain liable for operating costs but shall not be liable for risk charges. 

(6) The operator shall furnish the Division and each known working 
interest owner an itemized schedule of actual well costs within 90 days 
following completion of the well; if no objection to the actual well costs is 
received by the Division and the Division has not objected within 45 days 
following receipt of said schedule, the actual well costs shall be the 
reasonable well costs; provided however, i f there is an objection to actual 
well costs within said 45-day period the Division will determine reasonable 
well costs after public notice and hearing. 

(7) Within 60 days following determination of reasonable well costs, 
any non-consenting working interest owner who has paid his share of 
estimated costs in advance as provided above shall pay to the operator his 
pro rata share of the amount that reasonable well costs exceed estimated well 
costs and shall receive from the operator his pro rata share of the amount 
that estimated well costs exceed reasonable well costs. 

(8) The operator is hereby authorized to withhold the following costs 
and charges from production: 

A. The pro rata share of reasonable well costs 
attributable to each non-consenting working interest 
owner who has not paid his share of estimated well 
costs within 30 days from the date the schedule of 
estimated well costs is furnished to him; and 

B. As a charge for the risk involved in the dril l ing of 
the well, 100 percent of the pro rata share of 
reasonable well costs attributable to each non-
consenting working interest owner who has not paid 
his share of estimated well costs within 30 days from 
the date the schedule of estimated well costs is 
furnished to him. 

(9) The operator shall distribute said costs and charges withheld 
from production to the parties who advanced the well costs. 

(10) $5,184 per month while dril l ing and $485 per month white 
producing are hereby fixed as reasonable charges for supervision (combined 
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fixed rates); the operator is hereby authorized to withhold from production 
the proportionate share of such supervision charges attributable to each 
non-consenting working interest, and in addition thereto, the operator is 
hereby authorized to withhold from production the proportionate share of 
actual expenditures required for operating such well, not in excess of what 
are reasonable, attributable to each non-consenting working interest. 

(11) Any unleased mineral interest shall be considered a seven-
eighths (7/8) working interest and a one-eighth (1/8) royalty interest for 
the purpose of allocating costs and charges under the terms of this order. 

(12) Any well costs or charges which are to be paid out of production 
shall be withheld only from the working interest's share of production, and 
no costs or charges shall be withheld from production attributable to royalty 
interests. 

(13) All proceeds from production from the subject well which are not 
disbursed for any reason shall be placed in escrow in Lea County, New 
Mexico, to be paid to the true owner thereof upon demand and proof of 
ownership; the operator shall notify the Division of the name and address of 
said escrow agent within 30 days from the date of f i r s t deposit with said 
escrow agent. 

(14) Should all the parties to this force-pooling reach voluntary 
agreement subsequent to entry of this order, this order shall thereafter be 
of no further effect. 

(15) The operator of the subject well and unit shall notify the 
Director of the Division in writing of the subsequent voluntary agreement of 
all parties subject to the force-pooling provisions of this order. 

(16) Jurisdiction of this cause is retained for the entry of such 
further orders as the Division may deem necessary. 

DONE at Santa Fe, New Mexico, on the day and year hereinabove 
designate. 

STATE OF NEW MEXICO 
OIL CONSERVATION? DIVISION 

dr/ 



' '. '"' Santa Tm Pacific Exploration Company 
ManagingOoneralPartner CERTIFIED MAIL - RETURN RECEIPT 

v; Santa Fe Energy Operating Partners, L.P. 

A p r i l . 3, 3991 
Hanlty Pttrvltum | n c . 

Hanley Petroleum, Inc. 
415 West Wall, Suite 1500 
Midland, Texas 79701-4473 

ATTN: James W. Rogers 

SFEOP Cont. ttNM-4257 
Kachina "0" Fed Com #2 
Wolfcamp TotsL - 11,500* 
W/2NW/4 Section 8 
T-18-S, R-33-K 
Lies county, New Mexico 

Gentlemen: 

Please f i n d enclosed a copy of the Order No. R-y4fl0 i n the matter of the 
Hearing f o r Compulsory Pooling the above described acreage. 

In accordance with the order, please f i n d enclosed Santa Fe Energy 
Operating Partners, L.P.'a Well Cost Estimate f o r the d r i l l i n g of the above 
captioned well. Please note, that Hanley has 30 days from receipt of the 
Well Cost Estimate to make I t s election t o j o i n or being carried 
non-consent under the order. 

I f you wish to discuss these options, or i f you have any questions 
concerning t h i s matter, please do not hesitate to contact the undersigned. 

Thank you in advance for your cooperation in this matter. 

LM/efw 
2 Encls a/a 

cc: Harvey E. Yates Company 
P.O. Box 1933 
Roswell, New Mexico 00202 

Sincerely yours, 

SANTA FE ENERGY OPERATING PARTNERS, L.P. 
By: Santa Fe Pacific Exploration Company 

Managing General Partner 

EFTU63Q 

ggfc-.. BSD W. Texas, Suite 133Q 
Permian Biem District E x h i b i t C 



STATE OF NEW MEXICO 
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION DIVISION .? 

IN THE MATTER OF THE HEARING 
CALLED BY THE OIL CONSERVATION APD ' 
DIVISION FOR THE PURPOSE OF ^ Jcqj 
CONSIDERING: 

CASE NOS. 10211 AND 10219 
ORDER NO. R-9480 

APPLICATION OF SANTA FE ENERGY OPERATING CASE NO. 10211 
PARTNERS, L.P. FOR COMPULSORY POOLING, 
LEA COUNTY, NEW MEXICO. 

APPLICATION OF HANLEY PETROLEUM INC. CASE 10219 
FOR COMPULSORY POOLING, LEA COUNTY, 
NEW MEXICO. 

APPLICATION BY HANLEY PETROLEUM INC. FOR 
DE NOVO HEARING 

COMES NOW HANLEY PETROLEUM INC. and i n accordance w i t h 

New Mexico O i l Conservation D i v i s i o n Rule 1220 a p p l i e s t o the 

D i v i s i o n f o r a DeNovo hearing of the referenced cases which 

r e s u l t e d i n the issuance of D i v i s i o n Order R-9480 and request 

t h a t the hearing be held at the next a v a i l a b l e Commission 

Hearing Docket now scheduled f o r May 9, 1990. 

Res p e c t f u l l y submitted: 

KELLAHIN, KELLAHIN & AUBREY 

W. Thomas 
Post O f f i c e Box 2265 
Santa Fe, New Mexico 87504 
(505) 982-4285 

Exhibit E 



W. THOMAS KELLAHI N 
KAREN AUBREY 

CANDACE HAMANN CALLAHAN 

K E L L A H I N , K E L L A H I N A N D A U B R E Y 
ATTORNEYS AT LAW 

E L P A T I O B U I L D I N G 

117 N O R T H G U A D A L U P E 

P O S T O F F I C E B O X 2 2 6 5 

S A N T A F E , N B W M E X I C O 8 7 5 0 4 - 2 S 6 5 

J A S O N K E L L A H I N 

O F C o u N s E L 

T E L E P H O N E ( 5 0 5 ) 9 8 2 -

T E L E F A X ( 5 0 5 I 9 8 2 - 2 

A p r i l 26, 1991 

wm 
HAND DELIVERED 

W i l l i a m J . LeMay # M § M v W $ ^ P 
O i l Conservat ion D i v i s i o n i: 
New Mexico Department o f Energy, s 
Minerals and Natural Resources 

State Land Office Building 
310 O i l Santa Fe T r a i l 
Santa Fe, New Mexico 87501 

. • •-•"O 
Re: Case Nos. 10211 and (10219,)DeNovo 

Application of Hanley~Perroleum Inc. 
for an Emergency Order 

Dear Mr. LeMay 

On behalf of Hanley Petroleum Inc., I request that 
the O i l Conservation Division issue the enclosed 
Emergency Order to Santa Fe Energy Operating Partners, 
L.P. to shut i n the Kachina "8" Federal No. 1 well. 

Hanley Petroleum Inc. i s a working i n t e r e s t owner 
i n the acreage immediately adjacent t o the Santa Fe 
Energy Kachina "8" Federal No. 1 and i s s u f f e r i n g 
drainage. 

This DeNovo case i s currently scheduled for 
hearing on May 9, 1991 before the Commission. We seek 
an Emergency Shut-in Order pending further decision by 
the Commission. 

Your attention to t h i s request i s appreciated. 



Mr. W i l l i a m J. LeMay 
A p r i l 26, 1991 
Page 2 

WTK/tic 
Enclosure 

cc: Mr. Jim Rogers 
Hanley Petroleum Inc. 
415 West Wall, Suite 1500 
Midland, Texas 79701 

James Bruce, Esq. 
Hi n k l e , Cox, Eaton, C o f f i e l d & Hensley 
500 Marquette, N.W. 
Albuquerque, New Mexico 87102 

W i l l i a m F. Carr, Esq. 
Campbell & Black, P.A. 
110 North Guadalupe 
Santa Fe, New Mexico 87501 

1987/ltrt425a.215 



STATE OF NEW MEXICO 
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION DIVISION 

IN THE MATTER OF THE HEARING 
CALLED BY THE OIL CONSERVATION 
DIVISION FOR THE PURPOSE OF 
CONSIDERING: 

APPLICATION OF SANTA FE 
ENERGY OPERATING PARTNERS, 
L.P. FOR COMPULSORY POOLING, CASE NO. 10211 
LEA COUNTY, NEW MEXICO ORDER NO. R-9480 

APPLICATION OF HANLEY PETROLEUM INC. 
FOR COMPULSORY POOLING OR, IN THE 
ALTERNATIVE, FOR A NON-STANDARD 
PRORATION AND SPACING UNIT, LEA CASE NO. 10219 
COUNTY, NEW MEXICO. ORDER NO. R-9480 

APPLICATION OF HANLEY PETROLEUM INC. 
FOR AN EMERGENCY ORDER 

COMES NOW HANLEY PETROLEUM INC., by and through i t s 

a t t o r n e y s , K e l l a h i n , K e l l a h i n & Aubrey, and i n accordance 

w i t h New Mexico O i l Conservation D i v i s i o n Rule 1202, 

requests the D i v i s i o n t o issue an Emergency Order 

s h u t t i n g i n the Santa Fe Energy Operating Partners, L.P. 

Kachina "8" Federal No. 1 w e l l , l o c a t e d i n NE/4NW/4 of 

Section 8, T18S, R33E, Lea County, New Mexico pending the 

completion of a w e l l t o t e s t the Corbin Wolfcamp O i l Pool 

i n the NW/4NW/4 of s a i d Section 8 and i n support t h e r e o f 

s t a t e s : 



(1) Hanley Petroleum I n c . ("Hanley") i s the 100% 

working i n t e r e s t owner of the f e d e r a l lease c o n s i s t i n g of 

the NW/4NW/4 (40 acres) of Section 8, T18S, R33E, Lea 

County, New Mexico. 

(2) Santa Fe Energy Operating Partners, L.P. 

("Santa Fe") i s the operator o f the Kachina "8" Federal 

No. 1 w e l l l o c a t e d i n NE/4NW/4 o f s a i d Section 8 

immediately east of the Hanley t r a c t . 

(3) The Kachina "8" Federal No. 1 w e l l i s c u r r e n t l y 

completed i n and producing from the Undesignated Corbin 

Wolfcamp O i l Pool, and on March 5, 1991 Santa Fe re p o r t e d 

f l o w i n g r a t e s d u r i n g p r o d u c t i o n t e s t i n g o f the Wolfcamp 

zone i n t h i s w e l l reaching 768 b a r r e l s o f o i l and 680,000 

cubic f e e t o f gas per day through a 16-64 i n c h choke. 

(4) At the D i v i s i o n Examiner hearing of the s u b j e c t 

cases h e l d on March 7, 1991, Santa Fe's petroleum 

engineer t e s t i f i e d t h a t the Kachina "8" Federal No. 1 

w e l l would d r a i n the Hanley t r a c t . 

(5) Santa Fe i s seeking t o pool the Hanley t r a c t 

and t o c o n s o l i d a t e the Hanley t r a c t w i t h the SW/4NW/4 i n 

which Santa Fe has a 25% i n t e r e s t t o form an 80-acre 

spacing u n i t but then proposes t h a t the w e l l be d r i l l e d 

i n the south 40 acres r a t h e r than on the Hanley t r a c t . 



(6) I n r e p l y , Hanley has u n s u c c e s s f u l l y attempted 

t o have the s u b j e c t w e l l d r i l l e d on the Hanley t r a c t so 

t h a t the Hanley reserves could be p r o t e c t e d from being 

produced by the Santa Fe operated Kachina "8" Federal No. 

1 w e l l i n which Hanley has no i n t e r e s t and now seeks t o 

have the Commission reso l v e t h i s matter. 

(7) I n the i n t e r i m , pending r e s o l u t i o n o f t h i s 

d i s p u t e , Santa Fe continues t o produce the o f f s e t t i n g 

Kachina "8" Federal No. 1 w e l l d r a i n i n g the Hanley t r a c t 

and Hanley i s h e l p l e s s t o avoid the drainage. 

(8) An emergency e x i s t s pursuant t o D i v i s i o n Rule 

1202 r e q u i r i n g the D i v i s i o n t o issue an Emergency Order 

t o shut i n the Kachina "8" Federal No. 1 w e l l t o minimize 

the uncompensated drainage t h a t i s o c c u r r i n g and t o 

prevent the impairment o f Hanley's c o r r e l a t i v e r i g h t s . 

Therefore, Hanley requests the issuance o f an 

Emergency Order of the D i v i s i o n . 

R e s p e c t f u l l y submitted. 

W. Thomas/Kellahin 
Post O f f i c e Bo£ 2265 
Santa Fe, New/Mexico 87504 
(505) 982-4285 

1987/appt425.215 



STATE OF NEW MEXICO 
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION DIVISION 

IN THE MATTER OF THE HEARING 
CALLED BY THE OIL CONSERVATION 
DIVISION FOR THE PURPOSE OF 
CONSIDERING: 

CASES NOS. 10211 AND 10219 
ORDER NO. R-9480-A 

APPLICATION OF SANTA FE 
ENERGY OPERATING PARTNERS, 
L.P. FOR COMPULSORY POOLING, 
LEA COUNTY, NEW MEXICO 

APPLICATION OF HANLEY PETROLEUM INC. 
FOR COMPULSORY POOLING OR, IN THE 
ALTERNATIVE, FOR A NON-STANDARD 
PRORATION AND SPACING UNIT, LEA 
COUNTY, NEW MEXICO. 

EMERGENCY ORDER OF THE DIVISION 

BY THE DIVISION 

This matter having come before the D i v i s i o n upon the 
A p p l i c a t i o n of Hanley Petroleum I n c . f o r an Emergency 
Order and the D i v i s i o n D i r e c t o r having considered the 
request and being f u l l y advised i n the premises, 

NOW, on t h i s day of A p r i l , 1991, the D i v i s i o n 
D i r e c t o r : 

FINDS THAT: 

(1) D i v i s i o n Order No. R-9480 was entered on March 
29, 1991, upon the a p p l i c a t i o n o f Santa Fe Energy 
Operating Partners, L.P. f o r a compulsory p o o l i n g order 
of the Hanley Petroleum Inc. i n t e r e s t s . 



(2) On A p r i l 8, 1991 Hanley Petroleum Inc. f i l e d 
w i t h the D i v i s i o n a request f o r De Novo Hearing i n t h i s 
matter which w i l l be set f o r hearing before the New 
Mexico O i l Conservation Commission on May 9, 1991. 

(3) Hanley Petroleum Inc. ("Hanley") i s the 100% 
working i n t e r e s t owner of the f e d e r a l lease c o n s i s t i n g o f 
the NW/4NW/4 (40 acres) of Section 8, T18S, R33E, Lea 
County, New Mexico. 

(4) Santa Fe Energy Operating Partners, L.P. 
("Santa Fe") i s the operator o f the Kachina "8" Federal 
No. 1 w e l l l o c a t e d i n NE/4NW/4 of s a i d Section 8 
immediately east o f the Hanley t r a c t . 

(5) The Kachina "8" Federal No. 1 w e l l i s c u r r e n t l y 
completed i n and producing from the Undesignated Corbin-
Wolfcamp O i l Pool, and on March 5, 1991 Santa Fe re p o r t e d 
f l o w i n g r a t e s d u r i n g p r o d u c t i o n t e s t i n g of the Wolfcamp 
zone i n t h i s w e l l reaching 768 b a r r e l s o f o i l and 680,000 
cubic f e e t of gas per day through a 16/64 i n c h choke. 

(6) At the D i v i s i o n Examiner hearing of the s u b j e c t 
cases h e l d on March 7, 1991, Santa Fe's petroleum 
engineer t e s t i f i e d t h a t the Kachina "8" Federal No. 1 
w e l l would d r a i n the Hanley t r a c t . 

(7) Santa Fe i s seeking t o pool the Hanley t r a c t 
and t o c o n s o l i d a t e the Hanley t r a c t w i t h the SW/4NW/4 i n 
which Santa Fe has a 25% i n t e r e s t t o form an 80-acre 
spacing u n i t but then proposes t h a t the w e l l be d r i l l e d 
i n the south 40 acres r a t h e r than on the Hanley t r a c t . 

(8) I n r e p l y , Hanley has un s u c c e s s f u l l y attempted 
t o have the su b j e c t w e l l d r i l l e d on the Hanley t r a c t so 
t h a t the Hanley reserves could be p r o t e c t e d from being 
produced by the Santa Fe operated Kachina "8" Federal No. 
1 w e l l i n which Hanley has no i n t e r e s t and now seeks t o 
have the Commission resolve t h i s matter. 

(9) I n the i n t e r i m , pending r e s o l u t i o n o f t h i s 
d i s p u t e , Santa Fe continues t o produce the o f f s e t t i n g 
Kachina "8" Federal No. 1 w e l l d r a i n i n g the Hanley t r a c t 
and Hanley i s h e l p l e s s t o avoid the drainage. 

(10) An emergency e x i s t s pursuant t o D i v i s i o n Rule 
1202 r e q u i r i n g the D i v i s i o n t o issue an Emergency Order 
t o shut i n the Kachina "8" Federal No. 1 w e l l t o minimize 



the uncompensated drainage t h a t i s o c c u r r i n g and t o 
prevent the impairment of Hanley's c o r r e l a t i v e r i g h t s . 

IT IS THEREFORE ORDERED THAT: 

(1) Santa Fe Energy Operating Partners, L.P. as 
operator o f the Kachina "8" Federal No. 1 w e l l l o c a t e d i n 
NE/4NW/4 of Section 8, T18S, R33E, Lea County, New Mexico 
i s hereby ordered t o immediately shut i n the s u b j e c t w e l l 
and cease i t s p r o d u c t i o n pending f u r t h e r order o f t h i s 
D i v i s i o n . 

(2) Santa Fe Energy Operating Partners, L.P. and 
Hanley Petroleum I nc. s h a l l both appear a t the 
Commission's DeNovo Hearing of Cases Nos. 10211 and 10219 
and show cause why t h i s Emergency Order should not be 
made permanent pending the d r i l l i n g and completion o f a 
w e l l i n the W/2NW/4 of s a i d Section 8. 

(3) J u r i s d i c t i o n o f t h i s cause i s r e t a i n e d f o r the 
e n t r y o f such f u r t h e r orders as the D i v i s i o n may deem 
necessary. 

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

OIL CONSERVATION DIVISION 

WILLIAM J. LEMAY, 
D i r e c t o r 

1987/ordt426.215 



BEFORE THE NEW MEXICO OIL CONSERVATION COMMISSION 

APPLICATION OF SANTA FE ENERGY 
OPERATING PARTNERS, L.P. FOR 
COMPULSORY POOLING, LEA COUNTY, 
NEW MEXICO. 

APPLICATION OF HANLEY PETROLEUM, 
INC. FOR COMPULSORY POOLING, LEA 
COUNTY, NEW MEXICO. 

RECEIVED 

OBSERVATION Di 

CASE NO. 10211 
(De Novo) 

CASE NO. 10219 
(De Novo) 

RESPONSE OF SANTA FE ENERGY OPERATING PARTNERS, L.P. 
IN OPPOSITION TO THE APPLICATION OF 

HANLEY PETROLEUM INC. FOR AN EMERGENCY ORDER 

Santa Fe Energy Operating Partners, L.P. ("Santa Fe") f i l e s 

t h i s response i n o p p o s i t i o n t o the A p p l i c a t i o n of Hanley Petroleum 

Inc. ("Hanley") f o r an emergency order s h u t t i n g i n the Kachina 8 

No. 1 Well, and i n support t h e r e o f s t a t e s : 

1. The above two cases are c o u n t e r - a p p l i c a t i o n s t o compulso

r y pool the Ŵ NW3? of Section 8, Township 18 South, Range 3 3 East, 

Lea County, New Mexico. The primary t a r g e t o f the proposed w e l l 

( f o r both a p p l i c a t i o n s ) i s the Wolfcamp formation. 

2. Santa Fe i s the operator of the Kachina 8 No. 1 Well, 

which has the Ê NŴ  of Section 8 dedicated t o i t . This w e l l i s 

completed i n and i s producing from one of the f i v e Wolfcamp zones 

which comprise the South Corbin-Wolfcamp Pool. (Testimony of John 

Thoma ( g e o l o g i s t ) a t March 7, 1991 Examiner hearing.) 

3. The South Corbin-Wolf camp Pool i s spaced on 80 acres 

pursuant t o Order No. R-8181-B, which e s t a b l i s h e d t h a t w e l l s 

completed i n said Pool are capable of d r a i n i n g 80 acres. 



4. The Kachina 8 No. 1 Well i s loc a t e d a t a l e g a l l o c a t i o n 

under the South Corbin-Wolfcamp Pool r u l e s , and thus th e r e i s no 

basis f o r s h u t t i n g i n the w e l l . 

5. Hanley has presented no evidence t h a t i t s c o r r e l a t i v e 

r i g h t s w i l l be harmed by a l l o w i n g the Kachina 8 No. 1 Well t o 

continue producing. I n f a c t , because the D i v i s i o n has determined 

t h a t 80-acre spacing i s proper f o r the South Corbin-Wolfcamp Pool, 

Hanley's reserves w i l l presumptively be p r o t e c t e d from drainage by 

a w e l l completed a t any standard l o c a t i o n (or approved non-standard 

l o c a t i o n ) on the Ŵ NŴ  of Section 8. Furthermore, because there 

are f i v e Wolfcamp zones, i t i s not c e r t a i n t h a t a w e l l completed i n 

the Ŵ NŴ  of Section 8 w i l l be prod u c t i v e from the same zone as the 

Kachina 8 No. 1 Well. F i n a l l y , because the Kachina 8 No. 1 Well i s 

located a t a standard l o c a t i o n , Hanley's sole remedy i s t o d r i l l a 

w e l l (or p a r t i c i p a t e i n the d r i l l i n g of a w e l l ) a t any approved 

l o c a t i o n i n the Ŵ NŴ  of Section 8. 

6. Hanley has owned the NŴ NŴ , of Section 8 since January 

1986, whereas Santa Fe and Harvey E. Yates Company ("HEYCO") have 

owned the remainder of the N^ of Section 8 only since August 1990. 

Since August 1990, Santa Fe and HEYCO have d r i l l e d the Kachina 8 

No. 1 Well and proposed the w e l l a t issue i n these cases. Hanley 

only began e f f o r t s t o develop i t s acreage a f t e r Santa Fe proposed 

i t s w e l l . (Finding No. 14 of Order No. R-9480). Hanley could have 

avoided the al l e g e d harm complained of i n i t s A p p l i c a t i o n by 

developing i t s acreage p r i o r t o Santa Fe/HEYCO*s development. 
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7. A w e l l s u c c e s s f u l l y completed a t Hanley's proposed 

l o c a t i o n could conceivably d r a i n the o f f s e t t i n g acreage i n the 

Ê NE1? o f Section 7 and the Ŝ SŴ  of Section 6. Following Hanley's 

" l o g i c , " a w e l l completed a t Hanley's l o c a t i o n must be shut i n 

u n t i l the owners of sa i d o f f s e t t i n g acreage are allowed an 

o p p o r t u n i t y t o d r i l l w e l l s thereon. This d e f i e s common sense. 

WHEREFORE, Santa Fe requests t h a t Hanley's A p p l i c a t i o n be 

summarily denied. 

R e s p e c t f u l l y submitted, 

HINKLE, COX, EATON, 
COFFIELD & HENSLEY 

By 
James Bruce 
50(/ Marquette, N.W. 
Su/te 800 
Albuquerque, New Mexico 87102 
(505) 768-1500 

Attorneys f o r Santa Fe Energy 
Operating Partners, L.P. 
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CERTIFICATE OF SERVICE 

I hereby c e r t i f y t h a t a t r u e and c o r r e c t copy of the foregoing 
pleading was t e l e c o p i e d and mailed t h i s ^ ^ ^ d a y of A p r i l , 1991, t o 
W. Thomas K e l l a h i n , Post O f f i c e Box 2265, Santa Fe, New Mexico 
87504, and W i l l i a m F. Carr, Post O f f i c e Box 2208, Santa Fe, New 
Mexico 87504. 
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BEFORE THE NEW MEXICO OIL CONSERVATION COMMISSION 

APPLICATION OF HANLEY PETROLEUM 
INC. FOR COMPULSORY POOLING, LEA 
COUNTY, NEW MEXICO. 

RECEIVED 

v. 
CASE NO. 10219 
(De Novo) 

OIL CQHSEKVAFiON DIVISION 

MOTION OF SANTA FE ENERGY OPERATING PARTNERS, L.P. 
TO DISMISS SUPPLEMENTAL APPLICATION 

OF HANLEYI PETROLEUM, INC. 

Santa Fe Energy Operating Partners, L.P. ("Santa Fe"), an 

i n t e r e s t e d person i n the above case, hereby moves t o dismiss the 

Supplemental A p p l i c a t i o n of Hanley Petroleum I n c . ("Hanley") 

requesting a non-standard 40-acre spacing and p r o r a t i o n u n i t , and 

i n support t h e r e o f s t a t e s : 

1. Santa Fe i s the Ap p l i c a n t i n Case No. 10,211 (De Novo), 

requesting the compulsory p o o l i n g of the Ŵ NŴ  of Section 8, 

Township 18 South, Range 3 3 East, Lea County, New Mexico. 

2. Hanley i s the A p p l i c a n t i n Case No. 10,219 (De Novo), 

also seeking the compulsory p o o l i n g of the Ŵ NW3; of Section 8. 

3. Both of the cases are being heard De Novo before the 

Commission a t the request of Hanley. 

4. Subsequent t o the request f o r the De Novo hearing of the 

above two cases, Hanley f i l e d a Supplemental A p p l i c a t i o n requesting 

approval of the NŴ NŴ  of Section 8 as a non-standard 40-acre 

spacing and p r o r a t i o n u n i t f o r a l l formations or pools space on 80 

acres, i n c l u d i n g the undesignated South Corbin-Wolfcamp Pool. 

5. Santa Fe requests t h a t Hanley's Supplemental A p p l i c a t i o n 

be dismissed from the proceedings before the Commission set f o r May 

9, 1991, f o r the f o l l o w i n g reasons: 



a. The A p p l i c a t i o n f o r a 40-acre non-standard u n i t i s 

not w i t h i n the scope of the Examiner hearings i n Case Nos. 10,211 

and 10,219; 

b. As a r e s u l t of the foregoing, a 40-acre non-standard 

spacing and p r o r a t i o n u n i t i s not w i t h i n the scope of the requested 

De Novo hearings; 

c. Said request f o r a non-standard u n i t has not been 

p r o p e r l y n o t i c e d and ad v e r t i s e d f o r the May 9, 1991 hearing; and 

d. Hanley's Supplemental A p p l i c a t i o n w i l l cause waste 

and impciir c o r r e l a t i v e r i g h t s . 

6. Santa Fe hereby f o r m a l l y o b j e c t s t o the requested non

standard u n i t . 

WHEREFORE, Santa Fe requests t h a t Hanley's Supplemental 

A p p l i c a t i o n be dismissed and t h a t i t not be heard a t the Commission 

Hearing set f o r May 9, 1991. 

Re s p e c t f u l l y submitted, 

HINKLE, COX, EATON, 
COFFIELD & .HENSLEY 

James Bruce 
500 Marquette, N.W. 
Suite 800 
^Albuquerque, New Mexico 87102 
/(505) 768-1500 

Attorneys f o r Santa Fe Energy 
Operating Partners, L.P. 
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CERTIFICATE OF SERVICE 

I hereby c e r t i f y t h a t a t r u e and c o r r e c t copy of the foregoing 
pleadincf was t e l e c o p i e d and mailed t h i s 2 ^ J v d a y °f A p r i l , 1991, t o 
W. Thomas K e l l a h i n , Post O f f i c e Box 2265, Santa Fe, New Mexico 
87504, and W i l l i a m F. Carr, Post O f f i c e Box 2208, Santa Fe, New 
Mexico 87504. 
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STATE OF NEW MEXICO 

ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION DIVISION 

BRUCE KING 
GOVERNOR April 30, 1991 POST OFFICE BOX 2088 

STATE LAND OFFICE BUILOING 
SANTA FE, NEW MEXICO 87504 

1505) B27-5B00 

W. Thomas Kellahin, Esq. 
Kellahin, Kellahin and Aubrey 
P. O. Box 2265 
Santa Fe, New Mexico 87504-2265 

Re: Cases Nos. 10211 and(10219 De Novo 

Dear Mr. Kellahin: 

I will attempt to respond to your numerous concerns and questions raised in 
your April 26, 1991 letter. 

I acknowledge seeing your application on behalf of Hanley for a non-standard 
40-acre proration unit for Hanley1 s 40-acre tract. I also acknowledge that 
application does not appear on the docket along with the De Novo cases. When 
that application was received there was some discussion among Btaff as to 
whether that should be docketed for hearing by the Commission or, because i t 
was a new application, placed on an examiner docket for hearing. I t is not 
clear whether the decision was definitively made not to include i t on the 
Commission docket or whether i t was an error or oversight. Nonetheless the 
problem does exist that that application is not on the docket and i t does 
concern the same properties as are involved in the De Novo hearings. 

I will recommend to the Commission that evidence which would support an 
application for 40-acre non-standard proration unit is relevant in the 
Commission case as an alternative remedy and if the Commission believes that i t 
is an appropriate remedy, i t can deny both applications for compulsory pooling 
and a non-standard proration unit case can be docketed for an examiner 
hearing with guidance from the Commission. 

Although you complain that the transcript is not available, Examiner Morrow has 
had the transcript since April 25, 1991. Apparently you did not order your 
own copy of the transcript and if you need to borrow the Commission's copy, 
please make arrangements through Florene and Mr. Morrow. 

I believe a pre-hearing meeting would be appropriate to discuss how to conduct 
this case. Given the time-frame, I suggest that perhaps the best time for such 
a conference is Friday morning at 9:00 a.m. in the OCD Conference Room. I 
will schedule that time and reserve the conference room unless I hear otherwise 
from counsel. By copy of this letter I am also notifying Mr. Carr and Mr. 
Bruce of that scheduled conference. I t will be the purpose of that meeting to 
iron out all procedural and evidentiary questions which may arise at the 
Commission hearing. I request that all parties bring a pre-hearing statement to 
that conference to be the basis for discussion. 



VJ. Thomas Kellahin, Esq. 
April 30, 1991 
Page 2 

Mr. LeMay has addressed your request for an emergency order in a separate 
response. If you have any further questions, please feel free to contact me. 

Sincerely, 

ROBERT G. STOVALL, 
General Counsel 

cc: William F . Carr, Esq. 
James Bruce, Esq. 



STATE OF NEW MEXICO 

ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION DIVISION 

BRUCE KING 
April 30, 1991 POST OFFICE BOX 20B8 

STATE LAND OFFICE BUILDING 
SANTA FE, NEW MEXICO 87504 

(505) 827-5800 

GOVERNOR 

W. Thomas Kellahin, Esq. 
Kellahin, Kellahin and Aubrey 
P. O. Box 2265 
Santa Fe, New Mexico 87504-2265 

Re: Cases Nos. 10211 10219 De Novo 

Dear Mr. Kellahin: 

Hanley Petroleum Inc.'s request for an emergency order to shut in the Santa Fe 
Energy Operating Partners Kachina "8n Federal No. 1 well is hereby denied. 
There is no showing of emergency or any other basis to justify the shutting in 
of a well. 

The Kachina "8" Federal No. 1 Well is drilled at a standard location in a 
standard spacing unit and is producing in accordance with the Division Rules 
and Regulations. The Division entered Order No. R-9480 on March 29, 1991, 
pooling the interests of Hanley Petroleum into a well to be drilled by Santa Fe 
Energy Operating Partners in the SW/4 NW/4 of Section 8, Township 18 South, 
Range 33 East, NMPM, Lea County, New Mexico to teBt the Corbin-Wolf camp 
Pool. This well would protect Hanley1 s acreage in the NW/4 NW/4 from 
drainage. 

Hanley Petroleum Inc. filed a request for De Novo Hearing in Cases 10211 and 
10219 from which Order No. R-9480 was entered, and upon Hanley Petroleum's 
application, without opposition from the other parties in the case, said order 
was stayed pending hearing of the De Novo cases. 

The fact that Hanley is dissatisfied with a Division order and has sought a 
hearing before the Commission does not constitute an emergency which would 
justify the Division shutting in a well producing from a legal location on a legal 
proration unit in accordance with Division Rules and Regulations. 

cc: William F . Carr, Esq. 
James Bruce, Esq. 



A p r e h e a r i n g c o n f e r e n c e c o n c e r n i n g Cases Nos. 10211 and 10219 

was h e l d a t 9 o ' c l o c k a.m. on May 3, 1991, i n t h e O i l Conser

v a t i o n D i v i s i o n Conference Room, S t a t e Land O f f i c e B u i l d i n g , 

Santa Fe, New Mexico. Case 10211, t h e a p p l i c a t i o n o f Santa Fe 

Energy O p e r a t i n g P a r t n e r s , L.P. f o r compulsory p o o l i n g , Lea 

County, New Mexico, and Case 10219, t h e a p p l i c a t i o n o f Hanley 

P e t r o l e u m I n c . f o r compulsory p o o l i n g , Lea County, New Mexico, 

are scheduled t o be he a r d b e f o r e t h e O i l C o n s e r v a t i o n Commission 

on May 9, 19 91. 

The f o l l o w i n g c o u n s e l were p r e s e n t a t t h e c o n f e r e n c e : 

Robert G. S t o v a l l r e p r e s e n t i n g t h e O i l C o n s e r v a t i o n Commission 

Thomas K e l l a h i n r e p r e s e n t i n g Hanley P e t r o l e u m I n c . 

James Bruce r e p r e s e n t i n g Santa Fe Energy O p e r a t i n g P a r t n e r s , L.P. 

W i l l i a m F. Carr r e p r e s e n t i n g Harvey E. Yates Company 

I t was d e t e r m i n e d by a l l p r e s e n t t h a t t h e main i s s u e s o f b o t h 

cases a r e : which a p p l i c a t i o n , i f any, w i l l be g r a n t e d ; d r i l l i n g 

a t d i f f e r e n t l o c a t i o n s ; o p e r a t o r s h i p ; and t h e d i f f e r e n c e i n AFE's. 

I t was p o i n t e d o u t t h a t t h e D i v i s i o n does n o t approve an AFE i n 

th e course o f an a p p l i c a t i o n b u t i t does d e t e r m i n e i f t h e AFE i s 

f a i r and r e a s o n a b l e . Mr. Bruce s a i d t h a t t h e main d i f f e r e n c e i n 

AFE's i s t h a t Santa Fe m a i n t a i n s t h e r e i s no Bone S p r i n g p o t e n t i a l 

and, t h e r e f o r e , no need t o a l l o c a t e c o s t s t o t h e Bone S p r i n g . 

Mr. S t o v a l l s t a t e d t h a t t h e a p p l i c a t i o n f i l e d by Hanley f o r a 

40-acre n o n - s t a n d a r d p r o r a t i o n u n i t was n o t a d v e r t i s e d f o r h e a r i n g , 

b u t evidence c o n c e r n i n g t h e no n - s t a n d a r d p r o r a t i o n u n i t s h o u l d be 

a d m i t t e d by t h e Commission because a d e n i a l o f b o t h compulsory 

p o o l i n g a p p l i c a t i o n s would make a non - s t a n d a r d p r o r a t i o n u n i t a 

v i a b l e a l t e r n a t i v e . I t was d e t e r m i n e d t h a t an o r d e r c o u l d n o t 

be i s s u e d on s a i d n o n - s t a n d a r d p r o r a t i o n u n i t f r o m t h i s h e a r i n g 

b u t i f b o t h p o o l i n g a p p l i c a t i o n s s h o u l d be d e n i e d , t h e f i n d i n g s 

o f t h e o r d e r s h o u l d show t h a t a n o n - s t a n d a r d p r o r a t i o n u n i t i s 

t h e p r o p e r s o l u t i o n . 

A d i s c u s s i o n r e g a r d i n g t h e i n c o r p o r a t i o n o f t h e examiner r e c o r d 

i n t o t h e Commission h e a r i n g was h e l d . Mr. S t o v a l l e x p l a i n e d t h a t 
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i n c o r p o r a t i n g the record means only t h a t there i s p r e f i l e d testimony 

i n a case and does not v i o l a t e the s t a t u t e on De Novo hearings. Mr. 

Carr agreed t o the i n c o r p o r a t i o n but does not want t h a t t o preclude 

him from being able t o b r i n g up anything t h a t may have been pre

sented at the examiner hearing. 

I t was agreed by a l l counsel t h a t the testimony regarding the 

f o l l o w i n g issues should be conducted i n the f o l l o w i n g manner: 

Land Issues - A l l counsel w i l l submit a j o i n t chronology of the 

land issues w i t h supporting documents t o the Commission a day 

before the De Novo hearing. 

Geologic and Engineering Issues - Counsel w i l l have t h e i r geologic 

and engineering witnesses summarize the testimony given at the 

examiner hearing using the D i v i s i o n order, be able t o p o i n t out 

pages i n the t r a n s c r i p t where c e r t a i n testimony was discussed i n 

d e t a i l , and supplement the record w i t h a d d i t i o n a l testimony i f 

necessary. A l l counsel agreed t o u t i l i z e t h e i r engineering and 

g e o l o g i c a l witnesses i n a r e b u t t a l p r e s e n t a t i o n and not spend so 

much time on cross-examination. I t was decided t h a t Mr. K e l l a h i n ' s 

p r e s e n t a t i o n would go f i r s t , then Mr. Bruce, and f i n a l l y Mr. Carr. 

Mr. S t o v a l l suggested t h a t a l l r e s e r v o i r engineering testimony be 

presented before the AFE testimony. 

There was a discussion of the subpoena f o r w e l l data requested by 

Hanley and the motion t o quash requested by Santa Fe. Mr. S t o v a l l 

agreed to discuss both documents w i t h Mr. LeMay on May 6. 

The conference was adjourned at 10:10 a.m. 
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Dear Bob: 
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o u t l i n e s f o r Santa Fe's g e o l o g i s t , Reservoir Engineer, and D r i l l i n g 
Engineer. 

JGB/mh 

Enclosures 

Very t r u l y yours, 

Janies Bruce 

cc: W. Thomas K e l l a h i n , w/enc. (hand-delivered) 



Commission Case Nos. 10,211 and 10,219 

TESTIMONY OUTLINE AND INDEX 

for 

Darrell Roberts, Drilling Engineer 
Santa Fe Energy Operating Partners, L.P. 

I . Experience in Area. 

Mr. Roberts has been the responsible engineer f o r 28 wells 

located i n 18 South - 32 East and 18 South - 33 East, including 16 

Wolfcamp wells. He has worked i n t h i s area since 1981, f o r 

Southland Royalty, Meridian O i l , and Santa Fe. Santa Fe operates 

17 w e l l s and has an i n t e r e s t i n an a d d i t i o n a l 19 w e l l s i n t h i s 

area. (Tr. a t 178-179 and new testimony.) 

I I . A d d i t i o n a l Wells D r i l l e d i n Pool Since Examiner Hearing. 

Since t h e Examiner hearing, Santa Fe has d r i l l e d t h e Kachina 

5-1, has staked the Kachina 5-2 i n the NE^SE^j § 5, and has 

p a r t i c i p a t e d i n the Corbin #28 i n the NE^NE^ § 17, d r i l l e d by 

Meridiem. (New testimony.) 

I I I . Comparison of AFE's. 

Santa Fe's AFE has a completed w e l l cost of $722,000. Adding 

a tank b a t t e r y , t o make i t comparable t o Hanley's AFE, r a i s e s the 

cost t o $757,000. Dry hole costs are approximately the same f o r 

both companies; th e d i f f e r e n c e i s i n producing costs. The 

d i f f e r e n c e i s as f o l l o w s : 

(a) $3 000: conductor casing. 

(b) $15,000: lease f a c i l i t y l a b o r costs. 

(c) $4200: fencing costs 

(d) $5000: i n s p e c t i o n o f i n t a n g i b l e s 
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(e) $3000: d r i l l i n g equipment r e n t a l 

( f ) $4000: completion t o o l r e n t a l 

(g) $9200: administrative overhead 

(h) $5000: t e s t i n g 

Santa Fe thinks these are essential items. Santa Fe's AFE gives a 

l i b e r a l estimate, i n order th a t our partners have an outside l i m i t 

of cost obligations. We expect f i n a l w e l l costs t o be lower. (Tr. 

at 180-184.) 

Santa Fe's proposed costs compare favorably with other recent 

completions i n the pool by Santa Fe and Meridian. (Tr. at 184-185; 

Santa Fe Exhibit 9.) Meridian operates most of the wells i n the 

pool and thus has the most experience with costs i n the pool. (New 

testimony.) 

IV. Santa Fe's Recognized Capabilities. 

Santa Fe i s an exemplary operator and has received the 

Environmental I n i t i a t i v e Award from the BLM. (Tr. at 186-

187.) 

V. Reason for Time Gap Between Completion of Kachina 8-1 and 
Commencement of Production. 

The Kachina 8-1 r i g was released 10/31/90; completion r i g 

moved i n 11/7/90; i n i t i a l p o t e n t i a l t e s t done 11/15/90; w e l l hooked 

up t o gas l i n e on 1/12/9;, and production commenced 1/13/91. (New 

testimony.) 
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Commission Case Nos. 10,211 and 10,219 

TESTIMONY OUTLINE AND INDEX 

for 

John Thoma, Geologist 
Santa Fe Energy Operating Partners, L.P. 

I . Wolfcamp Geology. 

The Wolfcamp formation consists of f i v e carbonate i n t e r v a l s 

with reservoir q u a l i t y conditions. (Referred t o by Santa Fe as the 

AC, AD, AE, AF, and AG zones, with the AG zone being the deepest.) 

I t i s d i f f i c u l t to predict accurately what type of reservoir 

performance w i l l occur at a p a r t i c u l a r location. (Tr. at 99-103.) 

EXAMPLES; The Kachina 8-1 wel l i s producing i n the AG 

zone and i s prospective i n the AF and AE 

zones. (Tr. at 99.) 

The Kachina 5-1 i s productive i n the AF zone 

and i s prospective i n the AE and AC zones. 

(New testimony.) 

The W. Corbin Fed. No. 2 6 i s productive prima

r i l y i n the AC zone. (New testimony.) 

Fieldwide, the productive zones vary from location t o loca t i o n . 

Two factors contribute to the p r o d u c t i v i t y of a Wolfcamp 

i n t e r v a l : (1) clean carbonate thickness; and (2) matrix f r a c t u r i n g . 

There i s no r e l i a b l e method of predicting f r a c t u r i n g at a p a r t i c u 

l a r l o c ation. However, production t o date i s confined w i t h i n clean 

carbonate t h i c k s . Fracturing frequently enhances production w i t h i n 

the clean carbonate th i c k s . I f no clean carbonate, there w i l l be 

no production. (Tr. at 101-103 and 124-125.) 



To p r e d i c t carbonate thickness a c c u r a t e l y , you must map each 

i n t e r v a l s e p a r a t e l y . Each i n t e r v a l v a r i e s considerably i n 

thickness pool-wide. While mapping gross lower Wolfcamp carbonate 

thickness allows f o r a generalized understanding o f lower Wolfcamp 

morphology, a s p e c i f i c understanding of t h e c o m p l e x i t i e s of the 

South Corbin Wolfcamp pool can only be achieved by segregating and 

d e f i n i n g d i s t i n c t r e s e r v o i r s w i t h i n t h e i n t e r v a l as has been done 

by Santa Fe. 

Santa Fe b e l i e v e s the d e p o s i t i o n a l s t i k e i s Northeast-

Southwest. Hanley Petroleum asserts t h a t the Wolfcamp i s deposited 

i n a North-South d i r e c t i o n , and claims t h a t the e n t i r e Permo-Penn 

s h e l f break maintains a constant s t r i k e and r a t e of d i p or slope 

through time (pp. 196-198). I n f a c t , the Wolfcampian s h e l f break 

i s e n t i r e l y d i f f e r e n t than the Leonardian or Bone Spring s h e l f 

break. The Wolfcampian break has a much f l a t t e r s t r u c t u r a l p r o f i l e 

and consequently the associated f o r e - r e e f slope assumes a ramp 

p r o f i l e . I n c o n t r a s t , the Bone Spring s h e l f break d i s p l a y s a much 

more s i g n i f i c a n t v e r t i f i c a l component and consequently a much 

steeper f o r e - r e e f slope. (Tr. a t 102-103, 119-122; New testimony.) 

The net r e s u l t o f these morphological d i f f e r e n c e s i s manifest

ed i n the d i s t r i b u t i o n and morphology o f d e t r i t a l deposits shed 

from the r e s p e c t i v e s h e l f breaks. Wolfcampian d e t r i t u s , being shed 

basinward down a comparatively f l a t f o r e - r e e f ramp would t r a v e l a t 

a much lower v e l o c i t y and would as a r e s u l t be s u b j e c t , t o a much 

l a r g e r degree, t o marine reworking by ocean bottom c u r r e n t s , 

r e f e r r e d t o as c o n t o u r i t e s . Such mechanisms are w e l l documented i n 
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c u r r e n t day submarine d e p o s i t i o n a l s e t t i n g s such as t h e La J o l l a 

and Navy submmarine deposits o f f s h o r e C a l i f o r n i a . (New testimony) 

The conclusion from t h i s p a t t e r n of thought i s t h a t Wolf

campian d e t r i t u s , because of the nature of the d e p o s i t i o n a l 

s e t t i n g s , i s not n e c e s s a r i l y deposited p e r p e n d i c u l a r t o the 

Wolfcamp s h e l f edge. Further evidence which supports Santa Fe's 

d e p o s i t i o n a l model came w i t h the r e s u l t s of t h e Kachina 8-1, the 

Kachina 5-1 and the West Corbin Federal #26. Each o f these w e l l s 

provided subsurface data which confirmed both Northeast-Southwest 

Wolfcamp d e p o s i t i o n a l s t r i k e as w e l l as the p r o d u c t i v i t y of 

d i s t i n c t Wolfcamp r e s e r v o i r s along t h i s l i n e o f s t r i k e . (Tr. a t 

119-122? new testimony.) 

I n c o n t r a s t , i n t e g r a t i o n of the Kachina 5-1 data i n t o the 

Hanley Wolfcamp Isopachs, submitted as E x h i b i t 2 a t the previous 

hearing, s u b s t a n t i a l l y a l t e r s the i n t e r p r e t a t i o n as presented. I t 

i s evident t h a t , even when lumping each of the separate Wolfcamp 

r e s e r v o i r s t o g e t h e r as Hanley has e l e c t e d t o do, the d e p o s i t i o n a l 

t h i c k i s s t i l l c l e a r l y developing along a northeast t o southwest 

t r e n d , w i t h the t h i c k a x i s l o c a t e d t o t h e east o f the Kachina 8-1 

l o c a t i o n . (New testimony.) 

Santa Fe's proposed l o c a t i o n i s downdip about 10 f e e t from 

Hanley's l o c a t i o n . Hanley claimed a t the Examiner hearing t h a t 

being downdip would r e s u l t i n a g r e a t e r r i s k o f a w e l l a t Santa 

Fe's l o c a t i o n watering out. We b e l i e v e t h i s a s s e r t i o n i s t o t a l l y 

w i t h o u t m e r i t . This pool has a s o l u t i o n gas d r i v e , not water 
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drive. Most wells i n the pool do produce some conate water. (Tr. 

at 118-119, 329-331; new testimony.) 

A table of water cuts of wells i n the pool shows tha t water 

cuts decrease with a well's age, and th a t a w e l l must be approxi

mately 2 00 feet downdip to e x h ^ i b i t high water cuts. Furthermore, 

Hanley's own e x h i b i t 6 shows that downdip wells can have lower 

water cuts than updip wells. As a r e s u l t , s t r u c t u r a l p o s i t i o n does 

not determine water cut, and thus Santa Fe's proposed loca t i o n i s 

not adversely affected by being downdip. (New testimony.) 

Conclusion: Santa Fe's location i s superior geologically i n 

the Wolfcamp. 

A cross-section of the W. Corbin #1 and #5 wells in the NÊ  of 

Section 18 and the NŴ  of Section 17 shows that these two wells are 

producing from the equivalent to the AC, AE, and AF zones. The 

significance of this w i l l be discussed by our reservoir engineer. 

I I . Bone Springs Geology. 

The Bone Springs has two producing dolomite zones, the Sniper 

zone (upper) and Young Deep zone (lower). The Young Deep zone i s 

wet at both Santa Fe's location and at Hanley's loc a t i o n . (Tr. at 

103-108.) 

As to the Sniper zone, Santa Fe's proposed loca t i o n f o r the 

Kachina 8-2 w e l l , i n the SŴ NŴ , i s d e f i n i t e l y wet. As a r e s u l t , 

Santa Fe's proposed location i s prospective only i n the Wolfcamp 

formation. (Id.) 

The Kachina 8-1 w e l l , i n the NÊ NŴ , i s prospective i n the 

Bone Springs Sniper zone. At the time of the Examiner hearing, we 
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believed Hanley's zone was prospective i n the Sniper zone. 

However, the Kachina 5-1 w e l l , which i s updip from the Kachina 8-1 

well and from Hanley's location i n the NŴ NŴ , i s wet. We believe 

the reason f o r t h i s anomaly i s th a t the Kachina 8-1 w e l l encoun

tered a t h i n shingle on top of the main Bone Springs Sniper pay. 

This shingle i s l i m i t e d i n extent, and i s not present i n the 

Kachina 5-1. I t may not be present at Hanley's loc a t i o n . 

Therefore, Hanley's location w i l l also be wet i n the Bone Springs. 

(New testimony.) 

As a result, there should be no apportionment of well costs. 

I I I . Risk Penalty. 

Santa Fe requests a 2 00% penalty i f a party goes non-consent. 

Based on the wells i n the SŴ SÊ  Section 7 and NŴ NÊ  Section 18, 

the Wolfcamp i s very r i s k y from location t o location. I n addition, 

t h i s i s an 11,450 foot t e s t , and mechanical problems are always 

possible. 

The geological r i s k of Hanley's location i s greater because 

Hanley's loca t i o n i s moving toward thinner carbonate thicknesses i n 

each of the four prospective Wolfcamp reservoirs, those being the 

AG, AF, AE and AC. This i n t e r p r e t a t i o n was again confirmed by the 

recently completed Santa Fe Kachina #5-1 and Meridian West Corbin 

Federal #2 6 wells. Based on t h i s analysis the Santa Fe Kachina #8-

2 i s c l e a r l y the preferred location f o r encountering t h i c k , 

productive lower Wolfcamp reservoirs. 
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Commission Case Nos. 10,211 and 10,219 

TESTIMONY OUTLINE AND INDEX 
for 

Randy Offenberger, Reservoir Engineer 
Santa Fe Energy Operating Partners, L.P. 

I . Spacing 

Spacing i n the South Corbin-Wolf camp Pool i s 80 acres/well per 

Orders R-8181-B and R-8181-C. There has been a voluntary pattern 

of development i n the Pool i n a diagonal 80 acre Northeast-

Southwest oriented pattern. (Tr. at 146-147; 153-154, 158; new 

testimony.) 

I I . Recovery/Drainage. 

Based on decline curve analysis, an average well i n t h i s Pool 

w i l l recover 106,000 barrels of o i l , and w i l l drain about 70 acres. 

We expect the Kachina 8-1 well to be an average, or s l i g h t l y better 

than average, w e l l . (Tra. at 147-148, 164-165; new testimony.) 

Assuming r a d i a l drainage, d r i l l i n g at Hanley's location 

r e s u l t s i n a loss of about 60,000 barrels, p r i m a r i l y i n the SŴ NŴ . 

These reserves may not be ul t i m a t e l y recovered without d r i l l i n g a 

well i n the SŴ NŴ . (Tr. at 149-154; new testimony.) 

I I I . Pressure Draw - Down in S. Corbin Pool. 

Another prime reason f o r d r i l l i n g i n the SW<iNŴ  i s the 

demonstrated p o t e n t i a l of pressure drawdown i f the Hanley location 

i s permitted as a d i r e c t o f f s e t to the Kachina 8-1 w e l l . This i s 

demonstrated by the W. Corbin #1 well i n the SÊ NÊ  § 18, and the 

W. Corbin #5 i n the SŴ NŴ  § 17. Pressure data on the #1 well 

showed an i n i t i a l BHP of 4000 lbs i n the AF zone which decreased t o 

1000 lbs i n 3\ years a f t e r 106,000 barrels of o i l produced. The AF 



zone appears depleted as of 2/88. The s i g n i f i c a n c e i s shown i n the 

#5 w e l l p r o d u c t i o n curve, which i s the only d i r e c t 40 acre o f f s e t 

i n the p o o l . The #5 w e l l was completed i n 9/85 i n the AC zone (not 

competing w i t h the #1 w e l l ) a t a BHP of 4,265 l b s . I n 3/87, the AE 

and AF (competive) zones were added i n the #5 w e l l . (The AF i s the 

o r i g i n a l completion zone i n the #1 w e l l . ) At t h a t p o i n t , t h e r e was 

a 10 BOPD increase i n pr o d u c t i o n r e a l i z e d from adding t h e AF. 

Conclusion: The AF zone had been drained by the 40 acre o f f s e t t i n g 

#1 w e l l . The #5 w e l l showed a 78% pressure drop i n I h years (AC 

zone). (New testimony.) 

IV. Pressure Draw-down i n Young Wolfcamp. 

The pressure drawdown r e a l i z e d by 40 acre d i r e c t o f f s e t 

development i n the Wolfcamp i s f u r t h e r supported by the M i t c h e l l 

w e l l s i n the Young Wolfcamp Field,4 miles t o the west of the S. 

Corbin Pool. The producing i n t e r v a l i s the e q u i v a l e n t i n t e r v a l t o 

the Kachina 8-1 w e l l , as s t a t e d by Mr. Thoma. The M i t c h e l l w e l l s 

are spaced on statewide 4 0 acre u n i t s . 

The M i t c h e l l 16-1 i n SE^NE^ § 16 i s the discovery w e l l , and 

had an i n i t i a l BHP of 4030 l b s . when completed i n 2/90. The 40 

acre o f f s e t t i n g w e l l , the M i t c h e l l 16-2 i n the NE^NE^, was 

completed i n 6/90, and had a BHP of 2906, which i s an 1100 l b drop 

i n r e s e r v o i r pressure i n 4 months. This i n d i c a t e s communication 

and i n t e r f e r e n c e when Wolfcamp w e l l s are spaced on 40 acres. The 

pro d u c t i o n curves also i n d i c a t e i n t e r f e r e n c e by t h e i r r a p i d 

d e c l i n e . (Tr. a t 148-149; new testimony.) 
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An Iso-Production Map, which was u t i l i z e d i n previous 

testimony by Hanley, to predict recovery on 4 0 acres i s not an 

e f f e c t i v e t o o l . The morphology, which i s constructed on decline 

curve anlaysis on the South Corbin Wolfcamp wells (80 acres/well), 

cannot be used t o estimate 4 0 acre recovery. The Iso-Production 

Map does not take i n t o account the production interference caused 

by 4 0 acre development. Furthermore, there i s no evidence t o 

support the assertion th a t the Kachina 8-1 wel l w i l l recover 

250,000 barrels. (New testimony.) 

V. Economics/Opposition to Non-standard Unit. 

Estimated recovery on 4 0 acres i s approximately 55,000 

barrels. Based on a well cost of $722,000, a wel l on a 40 acre 

non-standard u n i t w i l l be marginally p r o f i t a b l e . However, i t w i l l 

take 2 wells t o recover es s e n t i a l l y the same reserves which w i l l be 

recovered by one wel l on an 80 acre u n i t . Therefore, we believe i t 

i s unwise t o d r i l l on non-standard u n i t s . I n addition, t h i s w i l l 

accelerate pressure draw-down. (New testimony.) 

The Examiner's f i n d i n g (15) under Order R-9480 determined the 

80-acre diagonal spacing was most appropriate and re s u l t s i n better 

recovery of reserves. (New testimony.) 
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SIGN 

STATE OF NEW MEXICO 
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION COMMISSION 

IN THE MATTER OF THE HEARING 
DENOVO CALLED BY THE OIL 
CONSERVATION COMMISSION FOR 
PURPOSES OF CONSIDERING: 

CASE NOS. 10211 AND 10219 
ORDER NO. R-9480 

APPLICATION OF SANTA FE 
ENERGY OPERATING PARTNERS, 
L.P. FOR COMPULSORY POOLING, 
LEA COUNTY, N.M. CASE NO. 10211 

APPLICATION OF HANLEY 
PETROLEUM INC. FOR 
COMPULSORY POOLING, 
LEA COUNTY, N.M. CASE NO. 10219 

JOINT STIPULATION 
SUMMARY OF 

CHRONOLOGY AND LAND TESTIMONY 

Comes now HANLEY PETROLEUM INC. ("HANLEY"), SANTA FE 
ENERGY OPERATING PARTNERS, L.P. ("SANTA FE") and HARVEY 
E. YATES COMPANY ("HEYCO"), i n accordance w i t h the 
s t i p u l a t i o n of the p a r t i e s a t the pre-hearing conference 
of t h i s case h e l d on May 3, 1991, and present t o the 
Commission the f o l l o w i n g summary of the chronology of 
a c t i v i t y r e l a t e d t o e f f o r t s t o o b t a i n v o l u n t a r y 
p a r t i c i p a t i o n among and between the p a r t i e s concerning 
the referenced cases: 



This summary o f chronology and land testimony i s 
based upon the Division/Commission case f i l e s f o r these 
cases. A l l references are t o the Examiner t r a n s c r i p t and 
e x h i b i t s or the OCD case f i l e . 

1. The 80-acre spacing u n i t i n disput e i s the 
W/2NW/4 of Section 8, T18S, R33E, Lea County, New Mexico, 
(page 66, l i n e s 17-23) 

2. The primary t a r g e t f o r pr o d u c t i o n by both 
HANLEY and SANTA FE i s the Wolfcamp f o r m a t i o n which i s 
subj e c t t o the South Corbin-Wolfcamp Pool Rules which 
provide: 

Rule 2. Each w e l l s h a l l be lo c a t e d 
on a standard u n i t c o n t a i n i n g 80 acres, 
more or l e s s , c o n s i s t i n g of the N/2, 
S/2, E/2 or W/2 of a governmental 
q u a r t e r s e c t i o n ; provided, however, 
t h a t n o t h i n g contained h e r e i n s h a l l be 
construed as p r o h i b i t i n g the d r i l l i n g 
of a w e l l on each of the q u a r t e r - q u a r t e r 
s e ctions i n the u n i t . 

3. I n a d d i t i o n , the Pool Rules provide f o r a 
procedure f o r o b t a i n i n g a 40-acre non-standard p r o r a t i o n 
and spacing u n i t . (See Pool Rule 3, Han. Ex. 11) 

4. With the exception o f the HANLEY 40-acre t r a c t , 
SANTA FE and HEYCO c o n t r o l a l l of the working i n t e r e s t i n 
the Wolfcamp i n the N/2 of Section 8 and a l l o f Section 
5, and SANTA FE has working i n t e r e s t s i n over 3000 acres 
i n t h i s area, i n c l u d i n g a l l o f the spacing u n i t s 
surrounding the HANLEY t r a c t . (SF Ex. 2) 

5. HANLEY owns 100% o f the working i n t e r e s t i n a l l 
depths i n i t s 40-acre t r a c t but has no other acreage i n 
the immediate area. (p. 298) (SF Ex. 2) 

6. HEYCO owns no i n t e r e s t i n the S/2 of Section 8. 
(page 72, l i n e s 21-24) 



7. I n 1986, HANLEY acquired i t s 40-acre f e d e r a l 
o i l & gas lease w i t h a s l i d i n g scale r o y a l t y on o i l 
p r o d u c t i o n v a r y i n g from l / 8 t h on d a i l y p r o d u c t i o n not 
over 50 b a r r e l s t o l / 4 t h r o y a l t y f o r d a i l y p r o d u c t i o n 
over 400 b a r r e l s and then attempted t o acquire other 
unleased acreage i n Section 8 before commencing d r i l l i n g , 
(p. 298) 

8. I n August, 1990, by s u c c e s s f u l l y o u t b i d d i n g 
HANLEY, SANTA FE acquired i t s f e d e r a l l / 8 t h r o y a l t y lease 
i n N/2 of Section 8, the working i n t e r e s t o f which i s 
d i v i d e d 50% t o SANTA FE and 50% t o HEYCO (page 72, l i n e s 
6-19) 

9. On September 29, 1990, SANTA FE spudded the 
Kachina 8-1 w e l l i n the E/2NW/4 o f Section 8 w i t h the 
w e l l l o c a t e d a t a standard l o c a t i o n 510 f e e t immediately 
t o the east of the HANLEY t r a c t . (Han. Ex. C) 

10. On October 30, 1990 SANTA FE releases the 
Kachina 8-1 r i g . ( S t i p u l a t e d ) 

11. On November 12, 1990, SANTA FE w r i t e s HANLEY 
and proposes a w e l l i n the subject 80-acre t r a c t . No 
data on the Kachina 8-1 w e l l was provided t o HANLEY. 
(Han. Ex. 19, p. 4) 

12. On November 13, 1990 SANTA FE ran i t s f i r s t 
p r o d u c t i o n t e s t on the Kachina 8-1 w e l l f o r 411 b a r r e l s 
o f o i l a day and 577 mcf o f gas w i t h 59 b a r r e l s o f water. 
(Han. Ex. C) 

13. On November 26, 1990, HANLEY r e p l i e d t o SANTA 
FE w i t h a request f o r data and i n f o r m a t i o n by which t o 
evaluate the SANTA FE proposal. (Han. Ex. 19, p. 7) 

14. On December 3, 1991, SANTA FE w r i t e s HANLEY 
r e f u s i n g t o provide HANLEY w i t h the requested data and 
proposing t o take a farmout from HANLEY. (page 69, l i n e s 
20-25) 



15. By A p p l i c a t i o n dated December 11, 1990, SANTA 
FE f i l e s i t s compulsory p o o l i n g a p p l i c a t i o n as t o a l l 
depths against HANLEY seeking approval f o r the w e l l i n 
the south 40 acres of an 80-acre spacing u n i t . The case 
i s docketed f o r an Examiner's Hearing on January 10, 
1991. (OCD case f i l e ) 

16. On December 17, 1990, SANTA FE w r i t e s t o HANLEY 
ad v i s i n g HANLEY t h a t SANTA FE has docketed a compulsory 
p o o l i n g case f o r January 10, 1991 hearing and o f f e r i n g a 
farmout or p a r t i c i p a t i o n i n the w e l l . (Han. Ex. 19, p. 
12-13) 

17. On December 17, 1990, SANTA FE also w r i t e s 
HANLEY o f f e r i n g t o show HANLEY data on the Kachina 8-1 
w e l l i f HANLEY w i l l commit t o e i t h e r j o i n i n g i n the w e l l 
or farming out i t s i n t e r e s t . HANLEY r e j e c t s the o f f e r , 
(page 69, l i n e s 20-25; page 70, l i n e s 1-13) 

18. On December 19, 1990, HANLEY w r i t e s SANTA FE and 
renews i t s request f o r data from SANTA FE. (Han. Ex. 19, 
p. 19) 

19. On December 20, 1990, SANTA FE sends a proposed 
o p e r a t i n g agreement t o HANLEY and HANLEY acknowledges 
r e c e i p t . (SF Ex. 3) On January 2, 1991, HANLEY 
subsequently proposes m o d i f i c a t i o n s t o the agreement, 
i n c l u d i n g s u b s t i t u t i n g HANLEY as operator, but terms have 
not y e t been reached. (page 70, l i n e s 14-21; page 86, 
l i n e s 8-19) (Han. Ex. 19, p. 65-69) 

J2£f. 0ri/January/2r', 199HANLEJf'proposes "tc^SANrXFE 
thcvt HANLEY/operatgr the s^rbject ̂ 1 1 ^ / (Han^Ex. p. 

21. On January 2, 1991, i n response t o the SANTA FE 
a p p l i c a t i o n , HANLEY f i l e s i t s own compulsory p o o l i n g 
a p p l i c a t i o n r e q u e s t i n g approval of a w e l l a t a standard 
l o c a t i o n and p o o l i n g from the surface t o t o t a l depth o f 
the w e l l . (OCD case f i l e ) 



22. On January 3, 1991, HANLEY obt a i n s an OCD 
subpoena f o r data and serves SANTA FE f o r p r o d u c t i o n a t 
the January 10, 1991 Examiner hearing. On January 9, 
1991, SANTA FE moves t o Quash the Subpoena. (OCD case 
f i l e ) 

23. On January 4, 1991, HANLEY w r i t e s HEYCO sending 
an AFE and requests HANLEY be operator. (Han. Ex. 19, p. 
70) 

24. On January 7, 1991, HANLEY sends SANTA FE and 
HEYCO HANLEY'S proposed AFE f o r the s u b j e c t w e l l . (Han. 
Ex.. 19, p. 71-73) 

25. On January 8, 1991, SANTA FE w r i t e s HANLEY 
requ e s t i n g HANLEY t o j o i n i n the SANTA FE w e l l . (Han. Ex 
19 p.118) On January 8, 1991, HEYCO w r i t e s HANLEY 
ad v i s i n g HEYCO has j o i n e d SANTA FE. (Han. Ex. 19, p. 
119). 

26. On January 10, 1991, Examiner Catanach mo d i f i e s 
the subpoena and re q u i r e s SANTA FE t o surrender 
p r o d u c t i o n / t e s t data and logs on Kachina 8-1 w e l l . The 
SANTA FE case i s continued t o January 24, 1991. (OCD 
case f i l e ) 

27. On January 16, 1991, 64 days a l t e r tho f i r o t 
p r o d u c t i o n t e s t ; SANTA FE f i l e s i t s completion r e p o r t on 
the Kachina 8-1 w e l l . (Han. Ex. C ) 

28. On January 14, 1991, SANTA FE appeals the 
Examiner subpoena order t o the Commission which hears the 
subpoena appeal on January 17, 1991. (OCD case f i l e ) 

29. On January 21, 1991, SANTA FE w r i t e s HANLEY f o r 
c l a r i f i c a t i o n o f HANLEY'S proposed AFE. (Han. Ex. 19, p. 
120) . 

30. On January 30, 1991, SANTA FE u n i l a t e r a l l y 
t u r n s over c e r t a i n data t o HANLEY. (Han. Ex. 19, p. 122) 



31. On February 4, 1991, HANLEY again proposes t o 
SANTA FE and HEYCO t h a t HANLEY operate the w e l l and i t be 
lo c a t e d on the HANLEY t r a c t . (Han. Ex. 19, p. 123-124) 

32. On February 5, 1991, HANLEY n o t i f i e s the OCD 
and SANTA FE/HEYCO o f i t s amended l o c a t i o n t o the n o r t h 
40-acre t r a c t . (OCD case f i l e ) 

33. On February 6, 1991, Examiner Stogner decides 
HANLEY's amendments can be addressed a t the Examiner 
hearing and orders both p o o l i n g cases continued t o the 
February 21, 1991 Examiner's docket. (OCD case f i l e ) 

34. On February 12, 1991, HANLEY f i l e s a f i r s t 
amended compulsory p o o l i n g a p p l i c a t i o n r e q u e s t i n g p o o l i n g 
o n l y from top o f Wolfcamp t o t o t a l depth w i t h the w e l l 
being l o c a t e d i n the North 40 acres of the spacing u n i t . 
(OCD case f i l e ) 

35. On February 14, 1991, Examiner Stogner again 
confirms t h a t moving o f the HANLEY w e l l l o c a t i o n does not 
r e q u i r e re-advertisement o f the case. (OCD case f i l e ) 

36. On February 15, 1991, Commission enters i t s 
Ruling on HANLEY's subpoena of SANTA FE data and confirms 
Examiner Catanach's order w i t h the exception of 
pro d u c t i o n of the mud l o g f o r the Kachina 8-1 w e l l . (OCD 
case f i l e ) 

37. By agreement of the p a r t i e s t he two p o o l i n g 
cases are continued from February 21, 1991 Examiner 
docket t o Examiner docket of March 7, 1991. (OCD case 
f i l e ) 
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STATE OF NEW MEXICO 

ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION COMMISSION 

RECEIVED 

IN THE MATTER OF THE HEARING fW/- j; «0CM 
DENOVO CALLED BY THE OIL 1 

CONSERVATION COMMISSION FOR 
PURPOSES OF CONSIDERING: D\L CONSERVATION DIVISIOW 

CASE NOS. 10211 AND 10219 
ORDER NO. R-9480 

APPLICATION OF SANTA FE 
OPERATING PARTNERS, L.P. 
FOR COMPULSORY POOLING, 
LEA COUNTY, NEW MEXICO CASE NO. 10211 

APPLICATION OF HANLEY 
PETROLEUM INC. FOR 
COMPULSORY POOLING, 
LEA COUNTY, NEW MEXICO CASE NO. 

HANLEY PETROLEUM INC.'S 
SUMMARY OF 

EXAMINER HEARING 

COMES NOW HANLEY PETROLEUM INC. ("HANLEY") and i n 

accordance w i t h the s t i p u l a t i o n o f the p a r t i e s a t the 

pre-hearing conference of t h i s case h e l d on May 3, 1991, 

presents t o the Commission i t s summary o f the Examiner 

T r a n s c r i p t , E x h i b i t s and Order. 



BACKGROUND 

1. On March 7, 1991, the D i v i s i o n h e l d a 

cons o l i d a t e d hearing of the HANLEY compulsory p o o l i n g 

a p p l i c a t i o n (Case No. 10219) and the SANTA FE Energy 

Operating Partners, L.P. ("SANTA FE") compulsory p o o l i n g 

a p p l i c a t i o n (Case No. 10211), i n which each sought t o 

pool the other. 

2. HANLEY, w i t h a 50% working i n t e r e s t , sought t o 

be named the operator of a stand-up 80-acre spacing u n i t 

f o r Wolfcamp o i l p r o d u c t i o n and based upon i t s geologic 

evidence proposed the w e l l be lo c a t e d i n the n o r t h 40-

acres on the HANLEY t r a c t a t an estimated cost o f 

$667,782. HANLEY f u r t h e r proposed a s p l i t cost 

a l l o c a t i o n between the shallow 40-acre o i l p o t e n t i a l i n 

the Bone Springs formation and the deeper 80-acre o i l 

p o t e n t i a l i n the Wolfcamp form a t i o n . 

3. SANTA FE, w i t h a 25% working i n t e r e s t , sought 

t o be named operator of the same spacing u n i t but 

proposed the w e l l be lo c a t e d i n the south 40 acres on a 

t r a c t owned 25% by SANTA FE and 25% by HEYCO f o r a w e l l 

at an estimated cost of $721,942. HEYCO has agreed t o 

p a r t i c i p a t e w i t h SANTA FE. (pages 66-67) (SF Ex. 4 & 5) 

SANTA FE also agreed they would participates i f the w e l l 



were d r i l l e d a t the l o c a t i o n proposed by HANLEY. (p. 95, 

l i n e s 10-24) 

4. On March 29, 1991, the D i v i s i o n entered Order 

R-9480 g r a n t i n g the SANTA FE a p p l i c a t i o n and denying the 

HANLEY a p p l i c a t i o n based upon the Examiner's conclusion 

t h a t w h i l e e i t h e r l o c a t i o n would r e s u l t i n a successful 

Wolfcamp completion, the SANTA FE l o c a t i o n i s more 

appr o p r i a t e because i t conforms t o an 80-acre diagonal 

spacing p a t t e r n and t h e r e f o r e SANTA FE's a p p l i c a t i o n 

should be approved w i t h a r i s k f a c t o r p e n a l t y o f 100%. 

The order named SANTA FE operator and pooled a l l horizons 

c o n t r a r y t o SANTA FE's testimony t h a t they were seeking 

o n l y f o r c e p o o l i n g f o r 80-acre spacing o i l zones. (p. 

81, l i n e s 3-13) 

5. On A p r i l 8, 1991, HANLEY f i l e d i t s a p p l i c a t i o n 

f o r a DeNovo hearing before the Commission. 

6. On A p r i l 11, 1991, HANLEY f i l e d a Supplemental 

A p p l i c a t i o n i n Case 10219 (DeNovo) re q u e s t i n g the 

a l t e r n a t i v e remedy o f a 40-acre non-standard p r o r a t i o n 

and spacing u n i t (being the HANLEY t r a c t ) f o r the 

Wolfcamp i n accordance w i t h Rule 3 o f the South Corbin-

Wolf camp Pool Rules. 
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CHRONOLOGY 
AND 

SUMMARY OF LAND TESTIMONY 

This summary of chronology and land testimony i s 

based upon the Division/Commission case f i l e s f o r these 

cases. A l l references are t o the Examiner t r a n s c r i p t and 

e x h i b i t s or the OCD case f i l e . 

1. The 80-acre spacing u n i t i n dis p u t e i s the 

W/2NW/4 of Section 8, T18S, R33E, Lea County, New Mexico, 

(page 66, l i n e s 17-23) 

2. The primary t a r g e t f o r pr o d u c t i o n by both 

HANLEY and SANTA FE i s the Wolfcamp f o r m a t i o n which i s 

subj e c t t o the South Corbin-Wolfcamp Pool Rules which 

provide: 

Rule 2. Each w e l l s h a l l be lo c a t e d 
on a standard u n i t c o n t a i n i n g 80 acres, 
more or l e s s , c o n s i s t i n g of the N/2, 
S/2, E/2 or W/2 of a governmental 
q u a r t e r s e c t i o n ; provided, however, 
t h a t nothing contained h e r e i n s h a l l be 
construed as p r o h i b i t i n g the d r i l l i n g 
of a w e l l on each o f the q u a r t e r - q u a r t e r 
s e ctions i n the u n i t . 

3. I n a d d i t i o n , the Pool Rules provide f o r a 

procedure f o r o b t a i n i n g a 40-acre non-standard p r o r a t i o n 

and spacing u n i t . (See Pool Rule 3, Han. Ex. 11) 
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4. With the exception of the HANLEY 40-acre t r a c t , 

SANTA FE and HEYCO c o n t r o l a l l of the working i n t e r e s t i n 

the Wolfcamp i n the N/2 of Section 8 and a l l o f Section 

5, and SANTA FE has working i n t e r e s t s i n over 3000 acres 

i n t h i s area, i n c l u d i n g a l l of the spacing u n i t s 

surrounding the HANLEY t r a c t . (SF Ex. 2) 

5. HANLEY owns 100% o f the working i n t e r e s t i n a l l 

depths i n i t s 40-acre t r a c t but has no othe r acreage i n 

the immediate area. (p. 298) (SF Ex. 2) 

6. HEYCO owns no i n t e r e s t i n the S/2 of Section 8. 

(page 72, l i n e s 21-24) 

7. I n 1986, HANLEY acquired i t s 40--acre f e d e r a l 

o i l & gas lease w i t h a s l i d i n g scale r o y a l t y on o i l 

pr o d u c t i o n v a r y i n g from l / 8 t h on d a i l y p r o d u c t i o n not 

over 50 b a r r e l s t o l / 4 t h r o y a l t y f o r d a i l y p r o d u c t i o n 

over 400 b a r r e l s and then attempted t o acquire other 

unleased acreage i n Section 8 before commencing d r i l l i n g , 

(p. 298) 

8. I n August, 1990, by s u c c e s s f u l l y o u t b i d d i n g 

HANLEY, SANTA FE acquired i t s f e d e r a l l / 8 t h r o y a l t y lease 

i n N/2 o f Section 8, the working i n t e r e s t o f which i s 

d i v i d e d 50% t o SANTA FE and 50% t o HEYCO (page 72, l i n e s 

6-19) 
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9. On September 29, 1990, SANTA FE spudded the 

Kachina 8-1 w e l l i n the E/2NW/4 of Section 8 w i t h the 

w e l l l o c a t e d a t a standard l o c a t i o n 510 f e e t immediately 

t o the east o f the HANLEY t r a c t . (Han. Ex. C) 

10. On October 30, 1990 SANTA FE releases the 

Kachina 8-1 r i g . ( S t i p u l a t e d ) 

11. On November 12, 1990, SANTA FE w r i t e s HANLEY 

and proposes a w e l l i n the subject 80-acre t r a c t . No 

data on the Kachina 8-1 w e l l was provided t o HANLEY. 

(Han. Ex. 19, p. 4) 

12. On November 13, 1990 SANTA FE ran i t s f i r s t 

p r o d u c t i o n t e s t on the Kachina 8-1 w e l l f o r 411 b a r r e l s 

o f o i l a day and 577 mcf of gas w i t h 59 b a r r e l s o f water. 

(Han. Ex. C) 

13. On November 26, 1990, HANLEY r e p l i e d t o SANTA 

FE w i t h a request f o r data and i n f o r m a t i o n by which t o 

evaluate the SANTA FE proposal. (Han. Ex. 19, p. 7) 

14. On December 3, 1991, SANTA FE w r i t e s HANLEY 

r e f u s i n g t o provide HANLEY w i t h the requested data and 

proposing t o take a farmout from HANLEY. (page 69, l i n e s 

20-25) 

15. By A p p l i c a t i o n dated December 11, 1990, SANTA 

FE f i l e s i t s compulsory p o o l i n g a p p l i c a t i o n as t o a l l 
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depths against HANLEY seeking approval f o r the w e l l i n 

the south 40 acres of an 80-acre spacing u n i t . The case 

i s docketed f o r an Examiner's Hearing on January 10, 

1991. (OCD case f i l e ) 

16. On December 17, 1990, SANTA FE w r i t e s t o HANLEY 

ad v i s i n g HANLEY t h a t SANTA FE has docketed a compulsory 

p o o l i n g case f o r January 10, 1991 hearing and o f f e r i n g a 

farmout or p a r t i c i p a t i o n i n the w e l l . (Han. Ex. 19, p. 

12-13) 

17. On December 17, 1990, SANTA FE also w r i t e s 

HANLEY o f f e r i n g t o show HANLEY data on the Kachina 8-1 

w e l l i f HANLEY w i l l commit t o e i t h e r j o i n i n g i n the w e l l 

or farming out i t s i n t e r e s t . HANLEY r e j e c t s the o f f e r , 

(page 69, l i n e s 20-25; page 70, l i n e s 1-13) 

18. On December 19, 1990, HANLEY w r i t e s SANTA FE and 

renews i t s request f o r data from SANTA FE. (Han. Ex. 19, 

p. 19) 

19. On December 20, 1990, SANTA FE sends a proposed 

o p e r a t i n g agreement t o HANLEY and HANLEY acknowledges 

r e c e i p t . (SF Ex. 3) On January 2, 1991, HANLEY 

subsequently proposes m o d i f i c a t i o n s t o the agreement, 

i n c l u d i n g s u b s t i t u t i n g HANLEY as operator, but terms have 
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not y e t been reached. (page 70, l i n e s 14-21; page 86, 

l i n e s 8-19) (Han. Ex. 19, p. 65-69) 

20. On January 2, 1991, HANLEY proposes t o SANTA FE 

t h a t HANLEY operate the subject w e l l . (Han. Ex. 19, p. 

65) 

21. On January 2, 1991, i n response t o the SANTA FE 

a p p l i c a t i o n , HANLEY f i l e s i t s own compulsory p o o l i n g 

a p p l i c a t i o n requesting approval of a w e l l a t a standard 

l o c a t i o n and p o o l i n g from the surface t o t o t a l depth o f 

the w e l l . (OCD case f i l e ) 

22. On January 3, 1991, HANLEY obt a i n s an OCD 

subpoena f o r data and serves SANTA FE f o r p r o d u c t i o n a t 

the January 10, 1991 Examiner hearing. On January 9, 

1991, SANTA FE moves t o Quash the Subpoena. (OCD case 

f i l e ) 

23. On January 4, 1991, HANLEY w r i t e s HEYCO sending 

an AFE and requests HANLEY be operator. (Han. Ex. 19, p. 

70) 

24. On January 7, 1991, HANLEY sends SANTA FE and 

HEYCO HANLEY'S proposed AFE f o r the s u b j e c t w e l l . (Han. 

Ex. 19, p. 71-73) 

25. On January 8, 1991, SANTA FE w r i t e s HANLEY 

reques t i n g HANLEY t o j o i n i n the SANTA FE w e l l . (Han. Ex 
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19 p.118) On January 8, 1991, HEYCO w r i t e s HANLEY 

adv i s i n g HEYCO has j o i n e d SANTA FE. (Han. Ex. 19, p. 

119) . 

26. On January 10, 1991, Examiner Catanach modifies 

the subpoena and re q u i r e s SANTA FE t o surrender 

p r o d u c t i o n / t e s t data and logs on Kachina 8-1 w e l l . The 

SANTA FE case i s continued t o January 24, 1991. (OCD 

case f i l e ) 

27. On January 16, 1991, 64 days a f t e r the f i r s t 

p r o d u c t i o n t e s t , SANTA FE f i l e s i t s completion r e p o r t on 

the Kachina 8-1 w e l l . (Han. Ex. C ) 

28. On January 14, 1991, SANTA FE appeals the 

Examiner subpoena order t o the Commission which hears the 

subpoena appeal on January 17, 1991. (OCD case f i l e ) 

29. On January 21, 1991, SANTA FE w r i t e s HANLEY f o r 

c l a r i f i c a t i o n o f HANLEY'S proposed AFE. (Han. Ex. 19, p. 

120) . 

30. On January 30, 1991, SANTA FE u n i l a t e r a l l y 

t u r n s over c e r t a i n data t o HANLEY. (Han. Ex. 19, p. 122) 

31. On February 4; 1991, HANLEY again proposes t o 

SANTA FE and HEYCO t h a t HANLEY operate the w e l l and i t be 

loc a t e d on the HANLEY t r a c t . (Han. Ex. 19, p. 123-124) 
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32. On February 5, 1991, HANLEY n o t i f i e s the OCD 

and SANTA FE/HEYCO of i t s amended l o c a t i o n t o the n o r t h 

40-acre t r a c t . (OCD case f i l e ) 

33. On February 6, 1991, Examiner Stogner decides 

HANLEY's amendments can be addressed at the Examiner 

hearing and orders both p o o l i n g cases continued t o the 

February 21, 1991 Examiner's docket. (OCD case f i l e ) 

34. On February 12, 1991, HANLEY f i l e s a f i r s t 

amended compulsory p o o l i n g a p p l i c a t i o n r e q u e s t i n g p o o l i n g 

o n l y from top of Wolfcamp t o t o t a l depth w i t h the w e l l 

being l o c a t e d i n the North 40 acres of the spacing u n i t . 

(OCD case f i l e ) 

35. On February 14, 1991, Examiner Stogner again 

confirms t h a t moving of the HANLEY w e l l l o c a t i o n does not 

r e q u i r e re-advertisement of the case. (OCD case f i l e ) 

36. On February 15, 1991, Commission enters i t s 

Ruling on HANLEY's subpoena of SANTA FE data and confirms 

Examiner Catanach's order w i t h the exception o f 

pro d u c t i o n of the mud l o g f o r the Kachina 8-1 w e l l . (OCD 

37. By agreement of the p a r t i e s the two po o l i n g 

cases are continued from February 21, 1991 Examiner 
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docket t o Examiner docket of March 7, 1991. (OCD case 

f i l e ) 

SUMMARY OF GEOLOGY 

HANLEY showed the d i s t r i b u t i o n o f producing w e l l s i n 

the area as w e l l as what horizons produced i n each w e l l . 

The subject u n i t i s between e s t a b l i s h e d Bone Springs 

p r o d u c t i o n t o the east and west and Wolfcamp pr o d u c t i o n 

t o the south. SANTA FE operates o n l y the Kachina 5-1 

w e l l and the 8-1 w e l l . (p. 138, l i n e s 15-18) The most 

p r o l i f i c p r o d u c t i o n i s from the Bone Springs (carmine 

red) and the Wolfcamp limestones ( y e l l o w ) . (Han. Ex. 4) 

Both the Bone Springs and Wolfcamp horizons produce 

from s t r a t i g r a p h i c t r a p s which are i n t e r p r e t e d as being 

carbonate d e t r i t u s deposited i n the basin which flowed 

down slope from east-west t r e n d i n g updip r e e f f r o n t s t o 

the n o r t h . This carbonate d e t r i t u s was deposited as 

channelized and discontinuous p i l e s perpendicular t o the 

re e f f r o n t and t h e r e f o r e have a north-south d i r e c t i o n . 

(Han. Ex. 1 & 3) 

The f i r s t geologic issue of importance i s the 

c o n s t r u c t i o n o f an accurate s t r u c t u r e map f o r both the 

Bone Springs and Wolfcamp. While both g e o l o g i s t s 
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prepared s t r u c t u r e maps which are i n s u b s t a n t i a l 

agreement (p. 235 l i n e s 18-22). HANLEY's g e o l o g i s t , B r e t t 

Bracken, concluded t h a t down-structure water was a r i s k 

i n both the Bone Springs and Wolfcamp. (p. 196, l i n e 19-

22; p. 211, l i n e s 14-18) Although the SANTA FE 

g e o l o g i s t , John Thoma, conceded t h a t the SANTA FE 

l o c a t i o n i n the Bone Springs would be wet and non

pr o d u c t i v e , he contended t h a t water i n the Wolfcamp was 

not a concern and t h e r e f o r e HANLEY's u p - s t r u c t u r e 

p o s i t i o n i n the Wolfcamp would not matter. Mr. Bracken 

and (p. 211-212) Mr. Huck (p. 276, l i n e s 13-23) disputed 

t h a t c o n t e n t i o n . 

The HANLEY s t r u c t u r e map i s contoured on base o f the 

lower Wolfcamp w i t h a contour i n t e r v a l o f 50 f e e t . (Han. 

Ex. 1; p. 209-210) I t i s important t o note the steep d i p 

t o the south along the re e f face which i s t r e n d i n g east-

west c o n s i s t e n t w i t h r e g i o n a l geology, (p. 197). Thus, 

any d e b r i s t h a t was deposited down t h i s steep slope w i l l 

be perpendicular t o i t and w i l l have a north-south 

o r i e n t a t i o n , (p. 198 l i n e s - 1 4 ) . A l o c a t i o n i n the n o r t h 

40-acres as proposed by HANLEY w i l l be approximately 20-

30 f e e t higher than the SANTA FE proposed l o c a t i o n i n the 

south 40-acres. The SANTA FE l o c a t i o n has a down 
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s t r u c t u r e water r i s k t o i t . The HANLEY l o c a t i o n can have 

20-30 f e e t more o i l column i n the Wolfcamp due t o the 

p o t e n t i a l hazard of water p r o d u c t i o n a t the SANTA FE 

l o c a t i o n . The HANLEY l o c a t i o n also has an improved 

s t r u c t u r a l advantage over the SANTA FE Kachina 8-1 w e l l 

t o the east (p. 130, l i n e s 6-10) which has a t l e a s t two 

Wolfcamp zones l i s t e d as c o n t a i n i n g o i l and water on 

SANTA FE's completion r e p o r t . (Han. Ex. C) 

When i t came t o the Bone Springs p o t e n t i a l , t here 

was s u b s t a n t i a l agreement between the geologic witnesses. 

SANTA FE contoured the Bone Springs t h i c k s t r e n d i n g 

north-south as d i d HANLEY. HANLEY's E x h i b i t 3 i s a 

s t r u c t u r e map contoured on top of the second Bone Spring 

carbonate Zone "B" pay which i s the pay t h a t produces i n 

the North Young Bone Spring pool t o the northwest o f the 

sub j e c t u n i t . (p. 208 l i n e s 4-8). I t i s important t o 

note t h a t the HANLEY l o c a t i o n w i l l be 100 f e e t h i g h t o 

the SANTA FE l o c a t i o n . This i s very c r i t i c a l because 

w e l l s which are lo c a t e d a t or south o f the -4600' subsea 

contour, as seen i n the North Young Bone Spring Pool 

produce l a r g e amounts of water. The -4600' subsea 

contour borders the south lease l i n e of the HANLEY t r a c t . 

Also, the south d i p o f f the r e e f f r o n t s w i l l make the 
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HANLEY l o c a t i o n higher than the SANTA FE l o c a t i o n a t a l l 

formations. The HANLEY l o c a t i o n i s also higher than the 

SANTA FE Kachina 8-1 w e l l l o c a t i o n t o the east. 

SANTA FE's g e o l o g i s t agreed w i t h the HANLEY geology 

i n t h a t the proposed SANTA FE l o c a t i o n w i l l be 

approximately 100 f e e t down-structure from the HANLEY 

l o c a t i o n (p. I l l l i n e s 11-15) (Han. Ex 1 ) . and wet i n the 

Bone Springs and thus the Bone Springs i s not a v i a b l e 

t a r g e t a t the SANTA FE w e l l l o c a t i o n . (SF Ex. 8) (p.106 

l i n e s 4-23). 

I t i s i n t e r e s t i n g t o note t h a t l i k e HANLEY, Mr. 

Thoma o r i e n t e d the Bone Springs r e s e r v o i r n orth-south i n 

r e l a t i o n t o h i s east-west o r i e n t a t i o n o f the Bone Springs 

s t r u c t u r e map. (SF Ex. 8; p. 113-114) He also s t a t e d 

t h a t the Bone Springs and Wolfcamp s t r u c t u r e would have 

the same general s t r u c t u r e (p. 237; p. 115, l i n e s 22-24), 

but he then a p p l i e d a d i f f e r e n t o r i e n t a t i o n when he 

attempted t o map the Wolfcamp r e s e r v o i r . (SF Ex. 7; p. 

114) The northeast-southwest o r i e n t a t i o n he imposed i s 

discordant t o h i s s t a t e d d e p o s i t i o n a l model and d i f f e r e n t 

than the north-south o r i e n t a t i o n used :Ln the Bone 

Springs. 
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That s h i f t i n o r i e n t a t i o n then became the second 

major geologic issue of importance t o t h i s case. The 

issue was how the Wolfcamp r e s e r v o i r should be mapped and 

r e l a t e d t o the s t r u c t u r e . Over t h i s issue, there was 

s u b s t a n t i a l dispute and s i g n i f i c a n t disagreement i n the 

proper o r i e n t a t i o n of the isopach t o the s t r u c t u r e map. 

(p. 202, l i n e s 4-25; p. 237, l i n e s 19-24). 

The HANLEY map i s an isopach of the net clean lime 

w i t h i n the t o t a l lower Wolfcamp i n t e r v a l . (p. 198-199; 

Han. Ex. 1) I t shows two north-south t h i c k e n s e c t i o n s . 

As expected from the s t r u c t u r e map, the isopach shows 

elongated, lobed shaped Wolfcamp deposits o r i e n t e d n o r t h -

south and perpendicular t o the steep d i p o f f o f the r e e f 

f r o n t t o the n o r t h . (p. 200-201) The lower Wolfcamp 

limestone r e s e r v o i r thickness a t the HANLEY l o c a t i o n i s 

going t o be equal t o or gr e a t e r than the thickness of the 

SANTA FE l o c a t i o n , (p. 199 l i n e s , 22-25) 

HANLEY agrees w i t h Mr. Thoma when i n d e s c r i b i n g 

SANTA FE's Wolfcamp isopachs he s t a t e d " i t appears t h a t 

t h e r e i s a general r e l a t i o n s h i p between carbonate 

t h i c k n e s s and the p r o b a b i l i t y o f encountering p r o d u c i b l e 

r e s e r v o i r c o n d i t i o n s i n the Wolfcamp. (p. 101, l i n e s 7-

10) Mr. Thoma has described the Kachina 8-1 w e l l as 
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having some 50-60 f e e t of good m a t r i x p o r o s i t y ranging 

from 4 t o 12 percent i n the so c a l l e d "AG" carbonate 

which i s only one of three p o t e n t i a l wolfcamp zones i n 

t h i s w e l l . (p. 101, l i n e s 14-25) 

However, u n l i k e the HANLEY Wolfcamp isopach, Mr. 

Thoma d i d not c o n s t r u c t h i s isopach t o be perpendicular 

t o the re e f f r o n t , (p. 119, l i n e s 4-19). Instead he 

a r b i t r a r i l y placed the o r i e n t a t i o n i n a nor t h e a s t -

southwest d i r e c t i o n which i s ob l i q u e t o the r e e f face. 

This i s i n s p i t e of the f a c t t h a t he acknowledged ( p . 

100, l i n e s 14-17) t h a t the Wolfcamp i s carbonate d e b r i s 

and t h a t he contours the Bone Springs ( a l s o carbonate 

d e b r i s ) w i t h a north-south o r i e n t a t i o n . By s h i f t i n g the 

angle o f o r i e n t a t i o n , Mr. Thoma has made the Wolfcamp 

r e s e r v o i r t h i c k e r across the SANTA FE t r a c t than i t i s 

across the HANLEY t r a c t , (p. 103, l i n e s 1-7). Mr. Thoma 

then argues t h a t w h i l e h i s Wolfcamp l o c a t i o n i s 

s t r u c t u r a l l y i n f e r i o r t o the HANLEY l o c a t i o n 

(approximately 45 f e e t , p. 118, l i n e s 13-17), the SANTA 

FE l o c a t i o n i s t h i c k e r and t h a t t h i c k e r i s b e t t e r , (p. 

116, l i n e s 19-24; p. 125, l i n e s 12-17). Mr. Thoma 

dismisses the f a c t t h a t down-structure w e l l s i n the 

Wolfcamp also produce water, (p. 118, l i n e s 18-15; p. 
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143, l i n e s 13-20). Mr. Thoma also admitted t h a t the 

Kachina 8-1 w e l l l o g showed the so c a l l e d "AF" carbonate 

t o be prod u c t i v e of water as w e l l as o i l . (p. 118, l i n e s 

1-7). 

U n f o r t u n a t e l y , the s h i f t i n o r i e n t a t i o n of Mr. 

Thoma's thr e e Wolfcamp isopachs makes the isopachs 

i n c o n s i s t e n t w i t h the produc t i o n data from the Wolfcamp 

w e l l s . I n a d d i t i o n , i t i s simply not a u s e f u l geologic 

t o o l from which any conclusions about p o t e n t i a l 

l o c a t i o n s can be drawn, (p. 206-207). For example, using 

h i s "AG" carbonate isopach map which i s the Wolfcamp zone 

pr o d u c t i v e i n the Kachina 8-1 w e l l w i t h a thickness o f 31 

f e e t , Mr. Thoma argues t h a t the SANTA FE l o c a t i o n w i l l 

have s i m i l a r thickness t o the Kachina 8-1 w e l l w h i l e the 

HANLEY l o c a t i o n w i l l be on l y 10 f e e t t h i c k . Mr. Thoma 

ignores the f a c t t h a t t h i s same map also shows the w e l l 

i n U n i t H o f Section 8 t o have 30 f e e t o f net thickness 

but was d r i l l stem t e s t e d and abandoned i n t h a t zone. (p. 

123, l i n e s 19-22). 

The HANLEY cross s e c t i o n (Han. Ex. 2) shows the 

Kachina 8-1 w e l l l o g which i s the immediate east o f f s e t 

w e l l t o the HANLEY t r a c t , (p. 204) G e o l o g i c a l l y , because 

of i t s p r o x i m i t y t o the Kachina 8-1, HANLEY concludes the 
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s u b j e c t w e l l must be loc a t e d i n the n o r t h 40-acre t r a c t 

t o m i t i g a t e drainage of the HANLEY t r a c t by the Kachina 

8-1 w e l l . (p. 303, l i n e s 12-25). A w e l l i n the SANTA FE 

l o c a t i o n w i l l be i n a less favorable l o c a t i o n and cannot 

p r o t e c t the HANLEY t r a c t from drainage. 

SANTA FE r e p o r t s t h a t the Kachina 8-1 w e l l has both 

o i l and water productive i n shallower Wolfcamp pays and 

estimated t h a t the HANLEY l o c a t i o n would be approximately 

19 f e e t s t r u c t u r a l l y higher than the Kachina 8-1 w e l l , 

(p. 130, l i n e s 6-10). HANLEY also concludes t h a t i t s 

l o c a t i o n which i s s t r u c t u r a l l y higher than Kachina 8-1 

l o c a t i o n i s the more prudent l o c a t i o n t o d r i l l than the 

SANTA FE proposed l o c a t i o n which i s down s t r u c t u r e t o 

both the HANLEY l o c a t i o n and the Kachina 8-1 l o c a t i o n . 

(Han. Ex. 2, p. 201) 

F i n a l l y , w h i l e Mr. Thoma continued t o argue h i s 

co n t e n t i o n f o r the south 40-acre l o c a t i o n , he admitted 

t h a t h i s j u s t i f i c a t i o n f o r the 330 f o o t unorthodox 

l o c a t i o n f o r the Kachina 5-1 w e l l i n U n i t 0 o f Section 5 

was simply one o f "closeology" t o the Kachina 8-1 w e l l , 

(p. 133, l i n e s 22-25). And i n c l o s i n g h i s dis c u s s i o n , 

Mr. Thoma admitted t o Mr. S t o v a l l t h a t both w e l l 

l o c a t i o n s should be d r i l l e d , (p. 142, l i n e s 11-13). 
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SUMMARY OF ENGINEERING 

Mr. Huck, HANLEY's petroleum engineer, prepared a 

cumulative p r o d u c t i o n map through 9/90 f o r a l l Wolfcamp 

producers. (Han. Ex. 5, p. 241-242) I t also shows the 

average d a i l y p r o d u c t i o n from the l a s t month a v a i l a b l e . 

A s t a r i n d i c a t e s t h a t the w e l l i s no longer producing 

from the Wolfcamp. There i s a marked v a r i a b i l i t y i n 

prod u c t i o n . Therefore HANLEY concurred w i t h the SANTA FE 

geologic witness who concluded t h a t i t reduces the 

Wolfcamp r i s k t o d r i l l i n close p r o x i m i t y t o a good w e l l . 

Based upon d e c l i n e curve a n a l y s i s o f a l l Wolfcamp 

w e l l s i n the f i e l d , Mr. Huck prepared an ISO pr o d u c t i o n 

map t o show the estimated u l t i m a t e r e c o v e r i e s i n the 

area. (Han. Ex. 6, p. 244; Han. Ex. 7, p. 253) Mr. Huck 

confirmed t h a t the ISO produc t i o n map conformed t o the 

HANLEY geologic i n t e r p r e t a t i o n w i t h the north-south t r e n d 

i n p r o d u c t i o n conforming t o the isopach o f HANLEY. (p. 

245-246). These contour l i n e s connecting p o i n t s o f equal 

r e c o v e r i e s d e l i n e a t e three major areas o r pods t h a t are 

h i g h l y p r o d u c t i v e and c o n t a i n 40% o f the f i e l d ' s 

reserves. They tend t o o r i e n t a t e somewhat east-west and 

have h i g h water cuts on t h e i r south s i d e . (p. 276, l i n e s 

13-19) I t was noted as you move from these pods 



p r o d u c t i v i t y r a p i d l y decreases. Mr. Huck also commented 

t h a t the SANTA FE isopach map was i n c o n s i s t e n t w i t h the 

HANLEY ISO pro d u c t i o n map. (p. 245-146; p. 286-288). Mr. 

Huck f u r t h e r confirmed t h a t c o n t r a r y t o the contentions 

of Mr. Thoma, there was a d e f i n i t e water r i s k i n the 

Wolfcamp on the south side or down s t r u c t u r e side of the 

major o i l accumulations. (p. 244, l i n e s 10-23) 

By comparing the i n i t i a l producing r a t e of the 

Kachina 8-1 w e l l w i t h the i n i t i a l producing r a t e s o f the 

r e s t o f the w e l l s i n the Wolfcamp poo l , HANLEY estimated 

t h a t the subject w e l l d r i l l e d on the HANLEY t r a c t should 

produce 260,000 b a r r e l s of o i l w h i l e the SANTA FE 

l o c a t i o n should o n l y produce 130,000 b a r r e l s o f o i l . (p. 

246-247; Han. Ex. 7) 

SANTA FE' s engineer d i d not present any d e c l i n e 

curve a n a l y s i s , reserve c a l c u l a t i o n s or v o l u m e t r i c 

a n a l y s i s but simply assumed a recovery o f 100,000 b a r r e l s 

of o i l f o r the 80-acre spacing u n i t and declared t h a t 40-

60% would go unrecovered i f the HANLEY l o c a t i o n was 

approved, (p. 150, l i n e s 16-25) Mr. Offenberger f u r t h e r 

s t a t e d t h a t 100,000 b a r r e l s o f o i l " t y p i c a l f o r a 

Wolfcamp recovery number" (p. 148, l i n e s 5-6), and t h a t 

the Kachina 8-1 would be a " t y p i c a l w e l l . " (p. 148, 
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l i n e s 10-15) However, Mr. Thoma t e s t i f i e d t h a t he 

expected h i g h r a t e s o f p r o d u c t i o n from o t h e r zones i n the 

w e l l and t h a t very few w e l l s i n the f i e l d had the k i n d of 

p o r o s i t y t h a t was developed i n the Kachina 8-1. (p. 139, 

l i n e s 11-18) But under cross-examination, Mr. 

Offenberger admits t h a t the Wolfcamp o i l under the HANLEY 

t r a c t w i l l be drained by the Kachina 8-1 w e l l . (p. 167-

168) And f u r t h e r admitted t h a t he had not done any 

vo l u m e t r i c c a l c u l a t i o n of recoverable o i l under the SANTA 

FE 40-acre t r a c t , (p. 169, l i n e s 5-12) Mr. Huck disputed 

the SANTA FE reserves assumptions and concluded t h a t 

v o l u m e t r i c c a l c u l a t i o n s would not be accurate f o r t h i s 

r e s e r v o i r because of the v a r i a b i l i t y o f r e s e r v o i r q u a l i t y 

rock. (p. 250-256) 

While Mr. Offenberger, SANTA FE's engineer, 

contended h y p o t h e t i c a l l y t h a t the SANTA FE l o c a t i o n would 

conform t o a t h e o r e t i c a l 80-acre diagonal spacing p a t t e r n 

and h y p o t h e t i c a l l y provide b e t t e r recovery than the 

HANLEY l o c a t i o n . (p. 148) He admitted on cross-

examination t h a t such a p a t t e r n was n e i t h e r mandated nor 

p r e f e r r e d by the r u l e s f o r the South Corbin-Wolfcamp 

Pool. He f u r t h e r conceded th e r e were already examples of 

exceptions t o h i s p a t t e r n between the Wolfcamp w e l l s i n 
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t h i s p ool. (See SF Ex. 8 pro d u c t i o n montage: U n i t H o f 

Section 18; Un i t E of Section 17; and U n i t E, U n i t F, 

U n i t I , U n i t K, U n i t L o f Section 18 are e s s e n t i a l l y 40-

acre o f f s e t s ) F i n a l l y , Mr. Offenberger admitted t h a t he 

was not aware of e i t h e r Rule 2 or Rule 3 o f the South 

Corbin-Wolfcamp Pool Rules. (p. 158-159). 

Mr. Huck compared the costs between the SANTA FE 

l o c a t i o n and the HANLEY l o c a t i o n , (p. 259-272; Han Ex. 

12). He concluded t h a t HANLEY's estimated costs were 

some $54,000 less than SANTA FE's estimated costs. 

Part o f h i s conclusion was t h a t because the SANTA FE 

l o c a t i o n had no p o t e n t i a l f o r Bone Springs, then HANLEY 

would be for c e d t o pay 50% o f SANTA FE's AFE or the sum 

of $360,971. (p. 73, l i n e s 16-21; Han. Ex. 17; p. 107-

108) However, i f the HANLEY l o c a t i o n was approved 

because i t i s the only l o c a t i o n w i t h both Bone Springs 

and Wolfcamp p o t e n t i a l the cost a l l o c a t i o n could r e s u l t 

i n s u b s t a n t i a l savings t o the p a r t y pooled. For example, 

using the same AFE and then a l l o c a t i n g the costs between 

the Bone Springs and Wolfcamp p o t e n t i a l a t the HANLEY 

l o c a t i o n , then SANTA FE/HEYCO would o n l y have t o pay 

$226,673. as t h e i r p r o p o r t i o n a t e share o f the Wolfcamp 
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costs. (Han. Ex. 17) This cost a l l o c a t i o n would apply 

a f t e r d e p l e t i o n of the Wolfcamp. 

Mr. Huck concluded t h a t the approval of the HANLEY 

l o c a t i o n would r e s u l t i n the d i f f e r e n c e o f an a d d i t i o n a l 

$1 m i l l i o n t o HANLEY (p. 248, l i n e s 20-25), and an 

a d d i t i o n a l $250,000 t o the U.S. Government, HANLEY's 

r o y a l t y owner. (p. 249, l i n e s 14-18) 

Mr. Huck concluded t h a t the SANTA FE proposed w e l l 

l o c a t i o n could not p r o t e c t the HANLEY t r a c t from drainage 

by the Kachina 8-1 w e l l . (p. 288; p. 257-258) Both the 

HANLEY and SANTA FE engineers agreed t h a t unless the w e l l 

was d r i l l e d on the HANLEY t r a c t the Kachina 8-1 w e l l 

would d r a i n the HANLEY t r a c t , (p. 162, l i n e s 6-8; p. 

258). 

F i n a l l y , SANTA FE sought a 200% p e n a l t y because o f 

the r i s k i n v o l v e d i n i t s l o c a t i o n (p. 108, l i n e 13) w h i l e 

HANLEY sought 150% p enalty f o r the r i s k i n v o l v e d a t i t s 

l o c a t i o n , (p. 256, l i n e 14). The Examiner Order a p p l i e d 

a 100% t o the SANTA FE l o c a t i o n and denied the HANLEY 

l o c a t i o n . 
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SUMMARY 

SANTA FE's f i r s t proposal t o HANLEY about 

p a r t i c i p a t i o n i n the subject w e l l was by l e t t e r dated 

November 12, 1990. HANLEY responded t o t h a t proposal by 

l e t t e r dated November 19, 1990 a d v i s i n g SANTA FE t h a t 

HANLEY was consi d e r i n g d r i l l i n g a Bone Springs w e l l on 

i t s own acreage and requested data from SANTA FE so 

HANLEY could p r o p e r l y evaluate the SANTA FE proposal f o r 

a Wolfcamp t e s t . (Han. Ex. 19, p. 7-8) 

HANLEY s t r o n g l y b e l i eves t h a t SANTA FE's a c t i o n s 

have been an attempt t o use the compulsory p o o l i n g act t o 

keep HANLEY from o f f s e t t i n g the SANTA FE Kachina 8-1 w e l l 

i n which SANTA FE has a 50% working i n t e r e s t and t o 

r e q u i r e the HANLEY t r a c t t o be dedicated t o a w e l l 

(Kachina "8" Fed #2 w e l l ) i n south 40 acres o f the 

W/2NW/4 of Section i n which SANTA FE on l y has a 25% 

working i n t e r e s t , (p. 89-91; Han Ex. 19, p.19-20) 

This i s evidenced by the f a c t t h a t , among oth e r 

t h i n g s , SANTA FE d r i l l e d the Kachina 8-1 w e l l , released 

the r i g and p o t e n t i a l e d the w e l l some 64 days l a t e r . 

P r i o r t o p o t e n t i a l i n g the w e l l they attempted t o 

compulsory pool HANLEY's i n t e r e s t w h i l e r e f u s i n g t o 
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provide data t o HANLEY so HANLEY could make an informed 

d e c i s i o n . (Han. Ex, 19; Han. Ex. C) 

As a r e s u l t of having the data subpoenaed, HANLEY 

f o r the f i r s t time, had logs and t e s t i n f o r m a t i o n from 

which t o evaluate the Kachina 8-1 w e l l . 

Once HANLEY had reviewed the geologic data obtained 

by subpoena from SANTA FE on the Kachina 8-1 w e l l , HANLEY 

concluded t h a t : 

(1) The optimum l o c a t i o n f o r the w e l l was on the 

HANLEY t r a c t and not on the SANTA FE t r a c t t o the south. 

(2) A s t r u c t u r e map o f the Wolfcamp shows the 

HANLEY l o c a t i o n t o be up s t r u c t u r e t o the Kachina 8-1 

w e l l and t o be approximately 25 f e e t up s t r u c t u r e t o the 

SANTA FE proposed l o c a t i o n . (Han. Ex. 1) 

(3) A s t r u c t u r e i n t h i s Wolfcamp was important 

because down s t r u c t u r e Wolfcamp w e l l s produced 

s u b s t a n t i a l volumes of water and could be too wet t o be 

prod u c t i v e o f o i l . (p. 276-278) 

(4) Both HANLEY and SANTA FE agreed t h a t HANLEY had 

a s u p e r i o r Bone Springs l o c a t i o n and t h a t the SANTA FE 

l o c a t i o n would be wet and non-productive i n the Bone 

Springs. 
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(5) HANLEY r e j e c t e d the SANTA FE isopach 

i n t e r p r e t a t i o n because i t was c o n t r a r y t o the 

perpendicular o r i e n t a t i o n of the carbonate t o the r e e f 

face and erroneously i n f e r r e d Wolfcamp pr o d u c t i o n were 

d r i l l i n g had proved none e x i s t e d . 

(6) The HANLEY reserve c a l c u l a t i o n s based upon 

d e c l i n e curve a n a l y s i s showed the HANLEY t r a c t t o 

p o t e n t i a l l y recover 130,000 b a r r e l s o f o i l more than the 

SANTA FE l o c a t i o n . HANLEY r e j e c t e d the SANTA FE 

estimates of recovery as being n o t h i n g more than 

a r b i t r a r y guesses. 

(7) Unless the w e l l i s d r i l l e d on the HANLEY t r a c t , 

Wolfcamp o i l reserves would be drained by the Kachina 8-1 

w e l l . 

(8) That the pool was being e f f e c t i v e l y developed 

on 40-acre l o c a t i o n s . 

DEFECTS IN EXAMINER ORDER 

I n t h i s case, HANLEY i s asking the Commission t o 

di s r e g a r d the Examiner order f o r reasons which i n c l u d e , 

but not by way of l i m i t a t i o n , the f o l l o w i n g : 

1. The Examiner's Order was issued i n v i o l a t i o n of 

Section 70-2-13 N.M.S.A. 1978 because i t was entered 
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p r i o r t o r e c e i p t of the t r a n s c r i p t i n the case. An 

Examiner does not have the a u t h o r i t y t o enter an order i n 

a case he hears but must provide t o the D i v i s i o n D i r e c t o r 

h i s recommended order based "upon the t r a n s c r i p t o f 

testimony and record made by or under the s u p e r v i s i o n of 

the examiner..." There was no t r a n s c r i p t a v a i l a b l e and 

t h e r e f o r e the order was entered prematurely. 

2. The Examiner's order f a i l e d t o decide the case 

on the m e r i t s of each p a r t y ' s geologic evidence but 

in s t e a d ignored t h a t d i s p u t e and resolved the case i n 

fav o r o f SANTA FE based upon a t h e o r e t i c a l 80-acre 

diagonal o f f s e t w e l l p a t t e r n which was c e r t a i n l y not 

mandatory or even p r e f e r r e d i n the Special F i e l d Rules 

f o r the South Corbin-Wolfcamp Pool (Reference Order No. 

R-8181-B 5-20-86). The Examiner also ignored the 

undisputed f a c t t h a t SANTA FE's Kachina 8-1 w e l l i s 

cl o s e r t o HANLEY*s lease l i n e and more l i k e t o d r a i n 

HANLEY's share o f Wolfcamp hydrocarbons than the south 

l o c a t i o n granted i n the Order. 

3. The Examiner's order f a i l e d t o make e s s e n t i a l 

f i n d s o f u l t i m a t e f a c t s concerning d i s p u t e over which 

p a r t y ' s AFE was reasonable and f a i l e d t o adopt e i t h e r AFE 

whether reasonable or not. 
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4. The Examiner's order i n c o r r e c t l y pooled a l l 

mineral i n t e r e s t s from the surface t o the base of the 

Wolfcamp i n d i r e c t c o n f l i c t w i t h both p a r t i e s s t a t e d 

purposes which was t o pool o n l y those i n t e r e s t f o r 80-

acre spaced o i l p r o d u c t i o n , i n c l u d i n g the Wolfcamp po o l . 

That mistake r e s u l t s i n 40-acre spaced mineral p r o d u c t i o n 

being pooled i n t o an 80-acre spacing u n i t i n v i o l a t i o n o f 

Section 70-2-17(C) N.M.S.A. 1978. 

5. The Examiner's order f a i l e d t o make f i n d i n g s o f 

u l t i m a t e f a c t s from which t o understand the reasoning o f 

the D i v i s i o n on the cost a l l o c a t i o n issue r a i s e d by 

HANLEY. The Examiner, having determined t h a t the w e l l 

would be l o c a t e d i n the south 40-acres i n which HANLEY 

had no i n t e r e s t above the top o f the Wolfcamp, f a i l e d t o 

a l l o c a t e costs between the shallow versus the deep o i l 

zones thereby r e q u i r i n g HANLEY t o pay a 

d i s p r o p o r t i o n a t e l y higher share o f the costs o f the w e l l 

than i s allowed under COPAS B u l l e t i n #2. This o v e r s i g h t 

by the Examiner i s c o n t r a r y t o the requirements set f o r t h 

f o r the D i v i s i o n by the New Mexico Supreme Court i n 

Fasken v. O i l Conservation Commission, 87 N.M. 588 

(1978). 
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6. The Examiner's order f a i l e d t o take i n t o proper 

c o n s i d e r a t i o n t h a t HANLEY i s the l a r g e s t s i n g l e working 

i n t e r e s t owner i n the spacing u n i t . 

7. The Examiner's Order ignored the undisputed 

evidence t h a t the SANTA FE l o c a t i o n was estimated t o 

recover o n l y 130,000 b a r r e l s of o i l w h i l e the HANLEY 

l o c a t i o n was estimated t o recover 260,000 b a r r e l s o f o i l . 

CONCLUSION 

The HANLEY 40-acre t r a c t cannot be p r o t e c t e d from 

drainage by the Kachina 8-1 w e l l i f the Commission 

approves the SANTA FE compulsory p o o l i n g a p p l i c a t i o n . 

The Special Rules and Regulations adopted by the 

D i v i s i o n f o r the South Corbin-Wolfcamp Pool (Order R-

8181-B) s p e c i f i c a l l y provide f o r the d r i l l i n g o f pool 

w e l l s on each of the q u a r t e r - q u a r t e r s e c t i o n s i n a 

spacing u n i t and f u r t h e r provides f o r the approval o f a 

40-acre non-standard p r o r a t i o n and spacing u n i t f o r the 

po o l . 

The HANLEY t r a c t has s u f f i c i e n t o i l p o t e n t i a l t o 

economically support the d r i l l i n g o f the w e l l a t a 

standard l o c a t i o n i n i t s t r a c t as a non-standard 

29 



p r o r a t i o n and spacing u n i t and HANLEY w i l l d r i l l t h a t 

w e l l i f approved by the Commission. 

Approval o f the HANLEY a p p l i c a t i o n w i l l a f f o r d t o 

HANLEY and i t s r o y a l t y owner the o p p o r t u n i t y t o t i m e l y 

recover t h e i r share of the pool hydrocarbons u n d e r l y i n g 

i t s t r a c t w i t h o u t having i t s i n t e r e s t d i l u t e d w i t h the 

i n c l u s i o n o f SANTA FE's south 40-acre t r a c t which i s down 

s t r u c t u r e , p o t e n t i a l l y wet and non-productive and w i l l 

not c o n t r i b u t e reserves t o the HANLEY t r a c t . 

HANLEY requests t h a t i t s compulsory p o o l i n g 

a p p l i c a t i o n be granted, or i n the a l t e r n a t i v e , t h a t both 

compulsory p o o l i n g a p p l i c a t i o n s be denied and HANLEY's 

a p p l i c a t i o n f o r approval o f a 40-acre non-standard 

p r o r a t i o n and spacing u n i t be approved. 

R e s p e c t f u l l y submitted 

KELLAHIN, KELLAHIN & AUBREY 

W. Thomas Ke11thin 
Post O f f i c e Box 226p 
Santa Fe, New Mexico 87504 
(505) 982-4285 

1987/sumt507.215 
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STATE OF NEW MEXICO 
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION DIVISION 

IN THE MATTER OF THE HEARING 
CALLED BY THE OIL CONSERVATION 
DIVISION FOR THE PURPOSE OF 
CONSIDERING: 

CASES NOS. 10211 AND 10219 
Order No. R-9480 

APPLICATION OF SANTA FE ENERGY OPERATING 
PARTNERS, L.P. FOR COMPULSORY POOLING, 
LEA COUNTY, NEW MEXICO 

APPLICATION OF HANLEY PETROLEUM INC. FOR 
COMPULSORY POOLING, LEA COUNTY, NEW MEXICO. 

ORDER OF THE DIVISION 

BY THE DIVISION: 

This cause came on for hearing at 8:15 a.m. on March 7, 1991, at 
Santa Fe, New Mexico, before Examiner Jim Morrow. 

NOW, on this 29th day of March, 1991, the Division Director, 
having considered the testimony, the record and the recommendations of the 
Examiner, and being fu l ly advised in the premises, 

FINDS THAT: 

(1) Due public notice having been given as required by law, the 
Division has jurisdiction of this cause and the subject matter thereof. 

(2) The appucant in Case 10211, Santa Fe Energy Operating 
Partners, L .P . , (Santa Fe), seeks an order pooling all mineral interests 
from the surface to the base of the Wolfcamp formation underlying the 
following described acreage in Section 8, Township 18 South, Range 33 East, 
NMPM, Lea County, New Mexico, in the following manner: 

(a) The W/2 NW/4 to form a standard 80-acre oil spacing and 
proration unit for any and all formations and/or pools 
developed on 80-acre spacing within said vertical extent, 
which presently includes but is not necessarily limited to 
the Undesignated South Corbin-Wclfcamp Pool; 
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(b) The SW/4 NW/4 to form a standard 40-acre oil spacing and 
proration unit for any and all formations and/or pools 
developed on 40-acre spacing within said vertical extent, 
which presently includes but is not necessarily limited to 
the Undesignated West Corbin-Delaware, Undesignated 
Central Corbin-Queen, Undesignated West Corbin-San 
Andres and Undesignated Corbin-Bone Spring Pools. 

Both units are to be dedicated to a single well to be drilled at a standard oil 
well location 1980 feet from the North line and 660 feet from the West line 
(Unit E) of said Section 8. 

(3) The applicant in Case 10219, Hanley Petroleum Inc. (Hanley), 
originally sought an order pooling all mineral interests from the surface to 
the base of the Wolfcamp formation underlying the following described 
acreage in Section 8, Township 18 South, Range 33 East, NMPM, Lea 
County, New Mexico, in the following manner: 

(a) The W/2 NW/4 to form a standard 80-acre oil spacing and 
proration unit for any and all formations and/or pools 
developed on 80-acre spacing within said vertical extent, 
which presently includes but is not necessarily limited to 
the Undesignated South Corbin-Wolf camp Pool; 

(b) The SW/4 NW/4 to form a standard 40-acre oil spacing and 
proration unit for any and all formations and/or pools 
developed on 40-acre spacing within said vertical extent, 
which presently includes but is not necessarily limited to 
the Undesignated West Corbin-Delaware, Undesignated 
Central Corbin-Queen, Undesignated West Corbin-San 
Andres, and Undesignated Corbin-Bone Spring Pools. 

Both units would have been dedicated to a single well to be drilled at a 
standard oil well location 1980 feet from the North line and 660 feet from the 
West line (Unit E) of said Section 8. 

(4) Hanley amended its application in Case 10219 and at the hearing-
requested approval for an 80-acre oil spacing and proration unit as 
described in Finding No. (3)(a) above with said unit to be dedicated to a 
well to be drilled at a standard oil well location 660 feet from the North and 
West lines (Unit D) of said Section 8. A 40-acre oil spacing and proration 
unit in Unit D would not require compulsory pooling since Hanley's working 
interest in the NW/4 NW/4 of said Section 8 is 100%. 

(5) Each applicant (Santa Fe and Hanley) has the right to dri l l and 
each proposes to dr i l l a well on their respective units, as described above in 
Findings (2) and (4) , to a depth sufficient to test the Wolfcamp formation. 
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(6) Cases Nos. 10211 and 10219 were consolidated for the purpose of 
hearing and should be consolidated for purpose of issuing an order since the 
cases involve common acreage and the granting of one application would 
require the denial of the other. 

(7) This matter has been the subject of previous Oil Conservation 
Division and Oil Conservation Commission actions involving Hanley's 
subpoena request for certain Santa Fe records. 

(8) A representative of the Harvey E. Yates Company appeared at the 
hearing in support of Santa Fe's application. 

(9) There are interest owners in the proposed units who have not 
agreed to pool their interests. 

(10) The primary objective of either proposed well would be a 
Wolfcamp completion in the Undesignated South Corbin-Wolfcamp Pool to 
offset Santa Fe's recently completed Kachina "8" Federal Well No. 1 in the 
NE/4 NW/4 of said Section 8. It flowed 411 barrels of oil , 59 barrels of 
water and 577 MCF of gas per day on initial potential on January 13, 1991. 
Santa Fe's Form C-115 production report shows that the well produced 8143 
barrels of oil , 213 barrels of water and 9374 MCF of gas during January, 
1991. 

(11) Pool rules for the South Corbin-Wolfcamp pool provide for 80-
acre standard spacing and proration units with wells to be located within 150 
feet of the center of a governmental quarter-quarter section or lot. 

(12) In support of its application in Case No. 10211, Santa Fe 
submitted the following information through its exhibits and the testimony of 
its witnesses: 

(a) Santa Fe's proposed location for its Kachina 8 Federal Well 
No. 2 in the SW/4 NW/4 of said Section 8 would conform to 
an 80-acre diagonal spacing pattern. Santa Fe believes 
this would provide better recovery than Hanley's location 
which would be a direct West offset to Santa Fe's Kachina 
8 Federal Well No. 1. 

(b) Cross-sections, structure maps and isopach maps were 
submitted to show the favorable conditions at the Santa Fe 
location. Their geology shows that the proposed location 
would be approximately 20 feet lower on the Wolfcamp 
structure than their Kachina 8 Well No. 1 and would have 
about the same thicknes3 of clean Wolfcamp carbonate. 
The Santa Fe location is 50 feet lower structurally than 
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the Hanley location but would encounter a great thickness 
of clean carbonate in the "Wolfcamp according to Santa Fe's 
testimony. 

(c) Santa Fe's witnesses testified that lower structural 
position would not necessarily result in increased water 
production from the Wolfcamp. 

(d) Santa Fe's engineering witness estimated that a well at the 
Santa Fe location would recover 50,000 to 60,000 barrels 
more oil than one at the Hanley location. 

(e) Cross-sections, structure maps and porosity maps 
submitted by Santa Fe indicate that the Bone Spring 
formation would be productive at the Hanley location but 
would be water productive at the Santa Fe location. Santa 
Fe recommended allocation of well costs between the 
Wolfcamp and the Bone Spring i f the Hanley location is 
approved. 

( f ) Santa Fe's estimated well cost is $721,942. They expect tv 
recover 100,000 barrels of oil from the Wolfcamp. Monthly 
overhead rates of $6,260 while dril l ing and $626 while 
producing were requested along with a 200% risk penalty. 

(g) Santa Fe and the Harvey E. Yates Company each have 50% 
working interest in the SW/4 NW/4 of said Section 8. 

(13) To support its application in Case No. 10219, Hanley presented 
the following information through its exhibits and the testimony of its 
witnesses: 

(a) Structure and isopach maps and cross-sections were 
submitted to show that their proposed location is the 
better choice. Their geology shows that the Hanley 
location would be approximately 25 feet higher on the 
Wolfcamp structure than Santa Fe's location and would 
encounter approximately the same thickness of net clean 
Lower Wolfcamp limestone. 

(b) Decline curves to estimate the reserves for Wolfcamp 
completions in the area were submitted. This data along 
with an estimate of the reserves for Santa Fe's Kachina 
"8" Federal Well No. 1 was used to construct an "Iso-
Production" map for use in estimating ultimate recovery. 
Hanley's Wolfcamp recovery estimates are 260,000 barrels 
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for their location and 130,000 barrels for the Santa Fe 
location. 

(c) Water production data from Wolfcamp completions in the 
Corbin area was used by Hanley to support their 
testimony that wells lower on the Wolfcamp structure 
produce more water. 

(d) Hanley submitted a Bone Spring structure map indicating 
their proposed location would be approximately 100 feet 
higher on the Bone Spring structure than the Santa Fe 
location. 

(e) Hanley's estimated cost for a Wolfcamp well is $667,782. 
They proposed a method for allocating and amortizing well 
costs in the event the well is eventually plugged back for 
a completion attempt in the Bone Spring or other zone in 
which the ownership differs from that in the Wolfcamp. 
Monthly overhead rates of $5,184 while dri l l ing and $485 
while producing were suggested based on the mean rates 
in the Ernst and Young 1990 survey. A risk penalty of 
150% was recommended at the Hanley location. Hanley's 
witnesses testified that the risk would be higher at the 
Santa Fe location. 

( f ) Payout calculations prepared by Hanley show that a 
Wolfcamp well will payout in four months at their location 
and in eight months at the Santa Fe location. 

(14) Santa Fe's compulsory pooling application was received by OCD 
on December 12, 1990, Hanley's initial application was received by OCD on 
January 2, 1991, and their amended application was received on February 
12, 1991. Hanley began efforts to develop their acreage after Santa Fe filed 
its application. 

(15) Based on the evidence and testimony received in these cases, 
either the Santa Fe or the Hanley location should result in a successful 
Wolfcamp completion. Evidence shows that Santa Fe's is the more 
appropriate location since i t conforms to an 80-acre diagonal spacing pattern 
and should therefore result in better recovery of reserves. Santa Fe's 
application should be approved and they should be designated as operator. 
Overhead charges for supervision should be set at $5,184 while drilling and 
$485 while producing. Since risk of an unsuccessful completion is low, the 
risk penalty should be set a* 100%. The 40-acre spacing unit applied for in 
Santa Fe's application is not required since all of the working interests in 
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the SW/4 NW/4 of said Section 8 have reached voluntary agreement . 
concerning the pooling of their interests. 

(16) Approval as set out in Finding (15) above and in the following 
order will avoid the drilling of unnecessary wells, protect correlative rights, 
prevent waste and afford the owner of each interest in said unit the 
opportunity to recover or receive without unnecessary expense his just and 
fair share of the production in any pool resulting from this order. 

IT IS THEREFORE ORDERED THAT: 

(1) The application of Hanley Petroleum Inc. in Case No. 10219 as 
described in Findings (3) and (4) of this order is hereby denied. 

(2) All mineral interests, whatever they may be, from the surface to 
the base of the Wolfcamp, underlying the W/2 1STW/4 of Section 8, Township 
18 South, Range 33 East, NMPM, Lea County, New Mexico, are hereby 
pooled to form an 80-acre oil spacing and proration unit to be dedicated to a 
well to be drilled at a standard oil weD location 1980 feet from the North line 
and 660 feet from the West line (Unit E) of said Section 8. 

PROVIDED HOWEVER THAT, the operator of said unit shall commence 
the drilling of said well on or before the 15th day of June, 1991, and shall 
thereafter continue the dri l l ing of said well with due diligence to a depth 
sufficient to test the Wolfcamp formation. 

PROVIDED FURTHER THAT, in the event said operator does not 
commence the dril l ing of said well on or before the 15th day of June, 1991, 
Decretory Paragraph No. (2) of this order shall be null and void and of no 
effect whatsoever, unless said operator obtains a time extension from the 
Division for good cause shown. 

PROVIDED FURTHER THAT, should said well not be drilled to 
completion, or abandonment, within 120 days after commencement thereof, 
said operator shall appear before the Division Director and show cause why 
Decretory Paragraph No. (2) of this order should not be rescinded. 

(3) Santa Fe Energy Operating Partners, L.P. is hereby designated 
the operator of the subject well and unit. 

(4) After the effective date of this order and prior to commencing 
said well, the operator shall furnish the Division and each known working 
interest owner in the subject unit an itemized schedule of estimated well 
costs. 
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(5) Within 30 days from the date the schedule of estimated well costs 
is furnished to him, any non-consenting working interest owner shall have 
the right to pay his share of estimated well costs to the operator in lieu of 
paying his share of reasonable well costs out of production, and any such 
owner who pays his share of estimated well costs as provided above shall 
remain liable for operating costs but shall not be liable for risk charges. 

(6) The operator shall furnish the Division and each known working 
interest owner an itemized schedule of actual well costs within 90 days 
following completion of the well; i f no objection to the actual well costs is 
received by the Division and the Division has not objected within 45 days 
following receipt of said schedule, the actual well costs shall be the 
reasonable well costs; provided however, i f there is an objection to actual 
well costs within said 45-day period the Division will determine reasonable 
well costs after public notice and hearing. 

(7) Within 60 days following determination of reasonable well costs, 
any non-consenting working interest owner who has paid his share of 
estimated costs in advance as provided above shall pay to the operator his 
pro rata share of the amount that reasonable well costs exceed estimated well 
costs and shall receive from the operator his pro rata share of the amount 
that estimated well costs exceed reasonable well costs. 

(8) The operator is hereby authorized to withhold the following costs 
and charges from production: 

A. The pro rata share of reasonable well costs 
attributable to each non-consenting working interest 
owner who has not paid his share of estimated well 
costs within 30 days from the date the schedule of 
estimated well costs is furnished to him; and 

B. As a charge for the risk involved in the drilling of 
the well, 100 percent of the pro rata share of 
reasonable well costs attributable to each non-
consenting working interest owner who has not paid 
his share of estimated well costs within 30 days from 
the date the schedule of estimated well costs is 
furnished to him. 

(9) The operator shall distribute said costs and charges withheld 
from production to the parties who advanced the well costs. 

(10) $5,184 per month while dri l l ing and $485 per month white 
producing are hereby fixed as reasonable charges for supervision (combined 
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fixed rates); the operator is hereby authorized to withhold from production 
the proportionate share of such supervision charges attributable to each 
non-consenting working interest, and in addition thereto, the operator is 
hereby authorized to withhold from production the proportionate share of 
actual expenditures required for operating such well, not in excess of what 
are reasonable, attributable to each non-consenting working interest. 

(11) Any unleased mineral interest shall be considered a seven-
eighths (7/8) working interest and a one-eighth (1/8) royalty interest for 
the purpose of allocating costs and charges under the terms of this order. 

(12) Any well costs or charges which are to be paid out of production 
shall be withheld only from the working interest's share of production, and 
no costs or charges shall be withheld from production attributable to royalty 
interests. 

(13) All proceeds from production from the subject well which are not 
disbursed for any reason shall be placed in escrow in Lea County, New 
Mexico , to be paid to the true owner thereof upon demand and proof of 
ownership; the operator shall notify the Division of the name and address of 
said escrow agent within 30 days from the date of f i r s t deposit with said 
escrow agent. 

(14) Should all the parties to this force-pooling reach voluntary 
agreement subsequent to entry of this order, this order shall thereafter be 
of no further effect. 

(15) The operator of the subject well and unit shall notify the 
Director of the Division in writing of the subsequent voluntary agreement of 
all parties subject to the force-pooling provisions of this order. 

(16) Jurisdiction of this cause is retained for the entry of such 
further orders as the Division may deem necessary. 

DONE at Santa Fe, New Mexico, on the day and year hereinabove 
designate. 

STATE OF NEW MEXICO 
OIL CONSERVATION? DIVISION 

dr/ 



STATE OF NEW MEXICO 
ENERGY AND MINERALS DEPARTMENT 

OIL CONSERVATION DIVISION 

IN THE MATTER OF THE HEARING 
CALLED BY THE OIL CONSERVATION 
DIVISION FOR THE PURPOSE OF 
CONSIDERING: 

CASE NO. 8802 
Order No. R-8181 

APPLICATION OF SOUTHLAND 
ROYALTY COMPANY FOR SPECIAL 
POOL RULES, LEA COUNTY, NEW 
MEXICO. 

ORDER OF THE DIVISION 

BY THE DIVISION; 

This cause came on for hearing at 8:15 a.m. on January 
9 and 22, 1986, at Santa Fe, New Mexico, before Examiner 
David R. Catanach. 

NOW, on this 7t-h day of March, 1986, the Division 
Director, having considered the testimony, the record, and 
the recommendations of the Examiner, and being fully advised 
in the premises, 

FINDS THAT: 

(1) Due public notice having been given as required 
by law, the Division has jurisdiction of this cause and 
the subject matter thereof. 

(2) The applicant, Southland Royalty Company, seeks 
the promulgation of special pool rules for the South 
Corbin-Wolfcamp Pool, Lea County, New Mexico, including 
a provision for 80-acre spacing and proration units. 

(3) The applicant i s the operator of approximately 
sixty-two percent of the active wells in said pool. 

(4) The South Corbin-Wolfcamp Pool was discovered 
in August, 1967 by the Aztec Oil & Gas Company Federal 
"MA" Well No. 2 located in Unit I of Section 21, Township 
18 South, Range 33 East, NMPM, Lea County, New Mexico. 

(5) Although said pool has been voluntarily spaced 
on 80 acres or more, i t has remained since i t s creation 
governed by general statewide 40-acre spacing and proration 
units. 



-2-
Case No. 8802 
Order No. R-8181 

(6) The applicant recently drilled and completed 
the West Corbin Unit Well No. 5 located 2080 feet from 
the North line and 560 feet from the West line of Sec
tion 17, Township 18 South, Range 33 East, NMPM, and 
the Huber 17 Federal Well No. 1 located 660 feet from 
the South line and 660 feet from the West line of said 
Section 17-

(7) The West Corbin Unit Well No. 5 i s located 
2540 feet North of the Huber 17 Federal Well No.. L-

(8) Testimony by the applicant at the time of the 
hearing indicated that there was a difference of approxi
mately 400 psi between the original bottomhole pressures 
in the West Corbin Unit Well No- 5 and the Huber 17 
Federal Well No. 1, which could possibly indicate drainage 
by the West Corbin Unit Well No. 5 i n excess of 40 acres. 

(9) The applicant i s also the operator of the West 
Corbin Unit Well No. 1 drilled in 1982 and located 1980 
feet from the North line and 660 feet from the East line 
of Section 18, Township 18 South,. Range 33 East, NMPM. 

(10) The West Corbin Unit Well No- 1 i s located 
1220 feet West of the West Corbin Unit Well No. 5" and 
i s also 1320 feet closer to the West Corbin Unit Well-
No. 5 as i s the Huber 17 Federal Well No. 1. 

(11) The West Corbin Unit Well No. 5 was drilled, 
as a. 40-acre offset to the West Corbin Unit Well No- 1. 

(12) The possible drainage of 80 acres by the West 
Corbin Unit Well No- 1 should have had an affect on the 
bottomhole pressure or the producing capability, or 
both, on the West Corbin Unit Well No. 5. 

(13) Evidence presented at the hearing indicates that 
the West Corbin Unit Well No. 5 had a considerably higher 
i n i t i a l potential than did the No. 1 well, which may 
indicate that drainage by the No. 1 well may not have 
occurred. 

(14) Geologic and engineering evidence presented at 
the hearing was insufficient to indicate that one well in 
the South Corbin-Wolfcamp Pool i s capable of draining 80 
acres. 

(15) The application of Southland Royalty Company 
for special pool rules for the South Corbin-Wolfcamp Pool, 
including a provision for 80-acre spacing, should be denied. 
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IT IS THEREFORE ORDERED THAT; 

(1) The application of Southland Royalty Company 
for special pool rules f o r the South Corbin-Wolfcamp 
Pool, Lea County, New Mexico, including a provision f o r 
80-acre well spacing and proration u n i t s , i s hereby 
denied. 

(2) The South Corbin-Wolfcamp Pool s h a l l remain on 
General Statewide Rules and Regulations including 40-acre 
spacing. 

(3) J u r i s d i c t i o n of t h i s cause i s retained f o r the 
entry of such further orders as the Division may deem 
necessary. 

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

STATE OF NEW MEXICO 
OIL CONSERVATION DIVISION 

R. L. STAMETS 
Director 

S E A L 

f d / 



STATE OF NEW MEXICO 
ENERGY AND MINERALS DEPARTMENT 

OIL CONSERVATION DIVISION 

CASE NO. 8802 
Order No. R-8181-A 

APPLICATION OF SOUTHLAND 
ROYALTY COMPANY FOR SPECIAL 
POOL RULES, LEA COUNTY, NEW 
MEXICO. 

NUNC PRO TUNC ORDER 

BY THE DIVISION: 

I t appearing to the Division that Order No. 'R-8181, 
dated March 7, 1986, does not cor r e c t l y state the intended 
order of the Division, 

IT IS THEREFORE ORDERED THAT; 

(1) The f i r s t paragraph of the introductory section 
on page 1 of Order No. R-8181, dated March 7, 1986, be and 
the same i s hereby amended to read i n i t s e n t i r e t y as 
f o l l o w s : 

"This cause came on for hearing a t 8:15 a.m. on 
January 9, 1986, at Santa Fe, New Mexico, before 
Examiner David R. Catanach." 

(2) The corrections set forth in t h i s order be entered 
nunc pro tunc as of March 7, 1986. 

DONE a t Santa Fe, New Mexico, on t h i s 26th day o f 
March, 1986. 

STATE OF NEW MEXICO 
OIL CONSERVATION DIVISION 

R. L. STAMETS 
Director 

S E A L 

f d / 



STATE OF NEW MEXICO 
ENERGY AND MINERALS DEPARTMENT 

OIL CONSERVATION DIVISION 

IN THE MATTER OF THE HEARING 
CALLED BY THE OIL CONSERVATION 
COMMISSION FOR THE PURPOSE OF 
CONSIDERING: 

CASE NO. 8802 DE NOVO 
Order No. R-8181-B 

APPLICATION OF SOUTHLAND ROYALTY 
COMPANY FOR SPECIAL POOL RULES, 
LEA COUNTY, NEW MEXICO. 

ORDER OF THE COMMISSION 

BY THE COMMISSION: 

This cause came on for hearing at 9 a.m. at Santa Fe, 
New Mexico, on A p r i l 9, 19 86, before the O i l Conservation 
Commission of New Mexico, hereinafter referred to as the 
"Commission." 

NOW, on t h i s 20th day of May, 1986, the Commission, 
a quorum being present, having considered the testimony 
presented and the e x h i b i t s received at said hearing, and 
being f u l l y advised i n the premises, 

FINDS THAT: 

(1) Due public notice having been given as required 
by law, the Commission has j u r i s d i c t i o n of t h i s cause and 
the subject matter thereof. 

(2) The applicant. Southland Royalty Company, seeks 
the promulgation of special pool rules f o r the South Corbin-
Wolfcamp Pool, Lea County, New Mexico, including a provision 
for 80-acre spacing u n i t s . 

(3) By Order No. R-3342, e f f e c t i v e December 1, 1967, 
the Commission created the South Corbin-Wolfcamp Pool as a 
re s u l t of the completion of the Aztec O i l and Gas Company 
Federal "MA" Well No. 2 located i n Unit I of Section 21, 
Township 18 South, Range 33 East, NMPM, Lea County, Mew 
Mexico. 

(4) Although the development of said pool has resulted 
i n wells being d r i l l e d on what constitutes an 80-acre spacing 
pattern, i t has remained since i t s creation governed by 
general statewide 40-acre spacing u n i t s . 
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(5) Geologic and engineering evidence presented at 
the hearing showed that wells in the South Corbin-Wolfcamp 
Pool may be capable of draining 80-acre spacing units. 

(6) Evidence and testimony at the hearing demonstrated 
that: d r i l l i n g well3 in the South Corbin-Wolfcamp Pool on 40-
acre spacing i s uneconomical at the present time and may 
result in the d r i l l i n g of unnecessary wells. 

(7) Adoption of temporary special pool rules including 
provisions for 80-acre spacing would encourage continued 
dr i l l i n g of South Corbin-Wolfcamp Pool wells, thereby 
producing o i l which might not otherwise be produced, thereby 
preventing waste. 

(8) In order to prevent the economic loss caused by 
the dri l l i n g of unnecessary wells, to avoid the augmentation 
of risk arising from the d r i l l i n g of an excessive number of 
wells, to prevent reduced recovery which might result from 
the d r i l l i n g of too few wells, and to otherwise prevent 
waste and protect correlative rights, temporary special 
rules and regulations providing for 80-acre spacing units 
should be promulgated for the South Corbin-Wolfcamp Pool 
as previously defined and described. 

(9) The temporary special rules and regulations should 
provide for limited well locations in order to assure orderly 
development of the pool and protect correlative rights. 

(10) The temporary special rules and regulations should 
be established for an 18-month period in order to allow the 
operators in the subject pool to gather reservoir information 
to establish the area that can be efficiently and economically 
drained and developed by one well. 

(11) Unless called earlier, this case should be reopened 
at an Oil Conservation Division examiner hearing in October, 
1987, at which tima the operators in the subject pool should 
be prepared to appear and show cause why the South Corbin-
Wolfcamp Pool should not be developed on 40-acre spacing units. 

IT IS THEREFORE ORDERED THAT; 

(1) Temporary Special Rules and Regulations f o r the 
South Corbin-Wolfcamp Pool, Lea County, New Mexico, as 
previously defined and described, are hereby promulgated 
as follows; 
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TEMPORARY SPECIAL RULES AND REGULATIONS 
FOR THE 

SOUTH CORBIN-WOLFCAMP POOL 

RULE 1. Each we l l completed or recompleted i n the 
South Corbin-Wolfcamp Pool or i n the Wolfcamp formation 
w i t h i n one mile thereof, and not nearer to or wi t h i n the 
l i m i t s of another designated Wolfcamp o i l pool, s h a l l be 
spaced, d r i l l e d , operated, and produced i n accordance 
with the Special Rules and Regulations hereinafter set 
f o r t h . 

RULE 2. Each w e l l s h a l l be located on a standard 
u n i t containing 80 acres, more or less, consisting of the 
N/2, S/2, E/2 or W/2 of a governmental quarter section; 
provided, however, th a t nothing contained herein s h a l l be 
construed as p r o h i b i t i n g the d r i l l i n g of a well on each 
of the quarter-quarter sections i n the u n i t . 

RULE 3. The Director of the O i l Conservation Division, 
hereinafter referred t o as the "Division", may grant an 
exception to the requirements of Rule 2 without notice and 
hearing when an appli c a t i o n has been f i l e d for a non
standard u n i t comprising a governmental quarter-quarter 
section or l o t , or the unorthodox size or shape of the 
t r a c t i s due to a v a r i a t i o n i n the legal subdivision of 
the United States Public Land Surveys. A l l operators o f f 
s e t t i n g the proposed non-standard u n i t s h a l l be n o t i f i e d of 
the application by registered or c e r t i f i e d mail, and the 
application s h a l l state t h a t such notice has been furnished. 
The Director may approve the application upon receipt of 
w r i t t e n waivers from a l l o f f s e t operators or i f no o f f s e t 
operator has entered an objection to the formation of the 
non-standard u n i t w i t h i n 30 days a f t e r the Director has 
received the a p p l i c a t i o n . 

RULE 4. Each wel l s h a l l be located w i t h i n 150 feet 
of the center of a governmental quarter-quarter section 
or l o t . 

RULE 5. The Division Director may grant an exception 
to the requirements of Rule 4 without hearing when an 
application has been f i l e d for an unorthodox location 
necessitated by topographical conditions or the recompletion 
of a wel l previously d r i l l e d to another horizon. A l l 
operators o f f s e t t i n g the proposed location s h a l l be n o t i f i e d 
of the application by registered or c e r t i f i e d mail, and the 
application s h a l l state that such notice has been furnished. 
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The Director may approve the application upon receipt of 
written waivers from a l l operators offsetting the proposed 
location or i f no objection to the unorthodox location has 
been entered within 20 days after the Director has received 
the application. 

RULE 6. A standard proration unit (79 through 81 acres) 
shall be subject to an 80-acre depth bracket allowable of 
44 5 barrels of o i l per day. The allowable assigned t o a 
non-standard proration u n i t s h a l l bear the same r a t i o t o a 
standard allowable as the acreage i n such non-standard u n i t 
bears to 80 acres. 

IT IS FURTHER ORDERED THAT: 

(1) The locations of all wells presently drilling to 
or completed in the South Corbin-Wolfcamp Pool or in the 
Wolfcamp formation within one mile thereof are hereby 
approved; the operator of any well having an unorthodox 
location shall notify the Hobbs District Office of the 
Division in writing of the name and location of the well 
on or before July 1, 1986. ' t 

(2) Pursuant to Paragraph A. of Section 70-2-18, 
NMSA (1978), contained i n Chapter 271, Laws of 1969, 
existing wells i n the South Corbin-Wolfcamp Pool s h a l l have 
dedicated thereto 80 acres i n accordance with the foregoing 
pool rules; or, pursuant to Paragraph C. of said Section 
70-2-18, existing wells may have non-standard spacing or 
proration units established by the Division and dedicated 
thereto. 

Failure to f i l e new Forms C-102 with the Division 
dedicating 80 acres to a well or to obtain a non-standard 
unit approved by the Division within 60 days from the date 
of this order shall subject the well to cancellation of 
allowable. Until said Form C-102 has been file d or until 
a non-standard unit has been approved, and subject to said 
60-day limitation, each well presently d r i l l i n g to or 
completed in the South Corbin-Wolfcamp Pool or in the 
Wolfcamp formation within one mile thereof shall receive 
no more than one-half of a standard allowable for the pool. 

(3) Unless called e a r l i e r upon the motion of the 
Division, t h i s case sh a l l be reopened at an examiner hearing 
i n October, 1987, at which time the operators i n the subject 
pool should be prepared to appear and show cause why the 
South Corbin-Wolfcamp Pool should not be developed on 40-
acre spacing units. 
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(4) J u r i s d i c t i o n of t h i s cause i s retained f o r the 
entry of such further orders as the Commission may deem 
necessary. 

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

STATE OF NEW MEXICO 
OIL CONSERVATION COMMISSION 

JIM BACA, Member 

R. L. STAMETS, Chairman and 
Secretary 

S E A L 

fd/ 



STATE OF NEW MEXICO 
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION DIVISION 

IN THE MATTER OF THE HEARING 
CALLED BY THE OIL CONSERVATION 
DIVISION FOR THE PURPOSE OF 
CONSIDERING: 

CASE NO. 8802 (Reopened) 
ORDER NO. R-8181-C 

IN THE MATTER OF CASE NO. 8802 BEING 
REOPENED PURSUANT TO THE PROVISIONS OF 
DIVISION ORDER NO. R-8181-B, WHICH ORDER 
PROMULGATED TEMPORARY SPECIAL RULES AND 
REGULATIONS FOR THE SOUTH CORBIN-WOLFCAMP 
POOL IN LEA COUNTY, MEW MEXICO, INCLUDING 
A PROVISION FOR 80-ACRE SPACING UNITS. 

ORDER OF THE DIVISION 

BY THE DIVISION: 

This cause came on fo r hearing at 8:15 a.m. on October 7, 
1987 at Santa Fe, New Mexico, before Examiner Michael E. 
S togner. 

NOW, on t h i s 29th day of October, 1987, the D i v i s i o n 
D i r e c t o r , having considered the testimony, the record, and the 
recommendations ot the Examiner, and being f u l l y advised i n the 
premi ses, 

FINDS THAT: 

(1) Due p u b l i c n o t i c e having been given as required by 
law, the D i v i s i o n has j u r i s d i c t i o n of t h i s cause and the 
subject matter thereof. 

(2) By Order No. R-8181-B, dated May 20, 1986, issued i n 
Case No. 8802 heard De Novo before the New Mexico O i l 
Conservation Commission on A p r i l 9, 1986, temporary special 
rules and reg u l a t i o n s were promulgated f o r the South 
Corbin-Wolfcamp Pool, Lea County, New Mexico, estab1islung 
temporary 80-acre spacing and p r o r a t i o n u n i t s . 

(3) Pursuant to the p r o v i s i o n s of Order No. R-8181-B, 
t h i s case was reopened to allow the operators i n the subject 
pool to appear and show cause why the South Corbin~Wo1tcamp 
Pool should not be developed on 40-acre spacing u n i t s . 

(4) The evidence e s t a b l i s h e s that one v;e 1 1 i n the South 
Corbin-Wol f camp Pool can e f f i c i e n t l y and econoroi cn 1 1 y dvnin and 
develop 80 acres. 

f i f iKjMTI or 
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(5) The Special Rules and Regulations promulgated by said 
Order No. R-8181-B have afforded and w i l l afford to the owner 
of each property in the pool the opportunity to produce his 
just and equitable share of the o i l and gas in the pool. 

(6) In order to prevent the economic loss caused by the 
d r i l l i n g of unnecessary wells, to avoid the augmentation of 
ri s k a r i s i n g from the d r i l l i n g of an excessive number of wells, 
to prevent reduced recovery which might result from the 
d r i l l i n g of too few wells, and to otherwise prevent waste and 
protect c o r r e l a t i v e r i g h t s , the Special Rules and Regulations 
promulgated by Order No. R-8181-B should be continued in f u l l 
force and effect u n t i l further order of the Division. 

IT IS THEREFORE ORDERED THAT: 

(1) The Special Rules and Regulations governing the South 
Corbin-Wolfcamp Pool, Lea County, Nev/ Mexico, promulgated by 
Order No. R-8181-B, are hereby continued in f u l l force and 
effect u n t i l further order of the Division. 

(2) J u r i s d i c t i o n of this cause is retained for the entry 
of such further orders as the Division may deem necessary. 

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

STATE OF NEW MEXICO 
OIL CONSERVATION/ DIVISION 

S E A L 



Form 3160—l 
1983) 

(formerly 9-330) U N I T E D S T A T E S •• --SUWUT.II».DU»^...TX. J 

DEPARTMENT OF Tr+E. INTERIOR 
BUREAU OF LAND MANAGEMENT 

nfrurtutn* <ta j 
tw<rr**r nitvl 

WELL COMPLETION OR RECOMPLETION REPORT AND LOG * 
~U. fVPB OF WELL. .HI. -.A* .—I 

n u - j j iri . i . i . I I 

b. T Y P E 0 7 COMPLETION: 
* * w fv~\ r - l PKKV- r~] rt ru (—1 
WKI.I. laJ IIVKI L_J r.x I I HACK I I 

r»irr. 
n K j . r n 

O Ocarr 

O Othw . 
2. . i tm or Qri*ATO« 

Santa Fe Energy Operating Partners, L.P. 

f P . K A J I H U« LXAJS NattOn 

Kachina 8 Federal 

3. \i>o«aaa or u p t u t i n 

550 W. Texas, Suite 1330, Midland, Texas 79701 
4. IJ3CAT:O-< ur w r i x [Report location cirarty and in aecoriiaitcf <ettk any SlaK r r t m r n i n i i i * 

At .ur f . ce ( c ) 6 f i ( J | ^ ^ ^ 

At top prod. Inttrrtl reported below 

At total dtpta 

14. rta»iiT .10. AP I 

#30-025-30986 
OAlt I I I L I S 

r jrsa approver. 
Budget Bureau No. 10O4—O1.37 
Expires August 31, 194s 

.*> JiiUjjS j sapy^f^iN A*O icatAb .to. 

J_^NM-84_731 

~i~~ir J O U J I . i i u r r n i oa maa m a i 

r,«r Ml '( 

9. WSLL XO. 

1 
to. r icu i AMO roou oa WILDCAT 

South Corbin Wolfcamp 
11. s ec . T, »_ « _ oa I L O C X A . I P « U « » I T 

UK ASXA 

Sec. 8, T-18S, R-33E 

13. COl'STT oa 
natai i 

Lea 

1 3 . S T A T S 

NM 
IS. DAtt srvooso 

9-29-90 
I S . OATS T O . XCACMtS 

10-26-90 
PtATfl court- (**•«> t» prod.) 

11-14-90 
IS. (LXTATio.ia (or. taa. tt. sa. rre.)* 

3931.2' GR 
19. ILST. CASINO BtAD 

29. T O T A L D S T T M . MD A rro Z l . PLUO. 1ACX T.O.. MO 4 TVS 22. i r Mi t .T ir i . i court . . . 23. I N T S S T A U IOTA a T TOOLS CA1LI TOOLa 
HOW MAST* OaiLLSS » I 

11,500' 11,412' N/A — * . 1 A l l N/A 
24. raooLCiMQ i m i r i L i n . or T H I S COMruno .*—Tor . BOTTOM. NAMS (MD ANO nro)« 

11,308'- 11,348' (Wolfcamp) 

23. "Aa oitacrto.tiL 
S C I T I T MADS 

No 
26. n i t CLSCTXIC AND O T K t a LOC* al'N 

LDT/CNT; DLL/MSFL, BHC .JAM ni\ 
2T. »»a W I L L coass 

No 
2*. CASING RECORD IXCT-

.UNO s u e W S I O P J T . u . / r r . DCPTH J C T (MD) H O L C , i - . „ _ C J I I X X T I N C aaroao AMOOHT PBLLSS 

-3/8" 48 353' 17- r N40'6"sx Cl C ' ( c i r c T ^ None 
:-5/8 24 2892' 12-L-i i 1175 sx Cl C (c i rc ) None 
5-1/2 15.5 & 17 11,500* 7-7 •'<? i 2200 sx Cl H None 

t 
29 LINER RECORD 

TOP (MD) •OTTOM (UOI I 3ACX8 C I K f . 1 T * MD) 

30. TCBrNC RECORD 

s u a 

2 - 7 / 8 " 

osr ra a n (vol 

11.178' 

PACKS* *Wt I MO I 

n .n.v 
31. rsaroaATtow ticoaa i/»(*rvai, iixr sua nuwider) 

11,308'-11,348 (40 holes) .41" dia 

12. AOS. SHOT. FRACTURE. CEXEXT SQUEEZE. ETC 

OCPTH INTSBTAL (MO) Aiioir.tT A.fo stso : r H I T Z Z H ' - " i t : 

^por son g a i « i sr TTCT 

33.' T R O D f C n O N 

O A T I rtaaT raooccTtoN 

11-14-90 
rsoDCCTio.N METHOD I flowing, go* ii/t. p»"»"o»»—•«« e«4 t»p« •*•>•>> 

Flowing 

WSLI. STiTVa (rVeaMew* tr 

Prod«r.in ? 
DAT» or TiaT 

1-13-91 
H O I t a Txarco 

24 

CHoaa n z a 

19.5/64 
pnoo s. roa 
T U T PIIIOD 

oil.—tat-

411 577 

A Taa—aat.. 

i5_ 
UAa-OlL LATIO 

MIA. 
n o w . rmiMQ raasa. C A S I N O n n j c u : r i l . C L ' L A T I O o n . — t i l - Wa\Tl.lt M«U. OIL 51ATITT API (coaa.1 

740 
2 4 - H O I : I tATa 1 1 

740 pkr 411 1 577 ! 59 42.5° 
34. oupoaiTtON or OAa {Sold, mi l far /u«<, «<e.) 

Sold - Conoco, Inc . 
r t * r wtT.taaaaa I T 

33. L U T 0P ATTACH 11 C I T S 

Deviation Survey, Logs 
38. I htctflx^truz^ th»i :h» (orrtjjins «nj i(:\cErt Infon^itioa la complrtr aad rarrtct u 4>trrmio*9 (roa all iTailaOl* rreorda 

Production Clerk D A T Z Jan. IS. T QQ1 

ltj7 that t&a (orrtj lag and AttvcBM Inforaatloa la complati 

riot l S & U £ \ TITLE . i l . 

*(S«« instruction* and Spaew fcr Additional Data en R«v«n* Sid*) 

Title IS U.S.C. Secuon 1001, makes it a enme for any person knowingly and willfully to make to any dapartrr.ent or ar.ency of the 
United States any false, fictitious or fraudulent statements or representauona aa to any matter within its jurisdiction. 



in 
OS 
i l l 

te. 
< 
s 
CJ 

o o 
_' o 
(ll o 

a. 
o 

s 
III > 

r> » a j c N o 
<r r— co r*. —. vo 
<r ci —< m as eo 
•—1 co m MO o\ 

M 
V- a0 
OJ C 
J:» •H 

•r< 4) U a. 
a: a. E 

cu tC to (0 
r H c: c 3 o 
AJ a.) oj to 4) 
tn j > 41 r H c r J 

3 41 3 4) o o 
cc c r a n 3 

5 o. 
% c 

U -

. . c 
o " 

2 * 
o 

•5 

' 5 
5 O 

o — 

V 

s i = 2 o -

u 
h 

Z 
M 
r-
Z 
o 
u 
z 
o 
H 
a 
x 
u 
in 
sj 
a 

4) 
AJ 
fl 
3 

u u u 
41 4) 41 
AJ AJ AJ 
fl fl fl 
3 3 3 

TJ TJ TJ TJ 
C C C C 
fl >-i l i to aj fl 

41 41 
-H i - t AJ U r-t r-1 r-l 
i H --J. fl fl T 4 I - I -r4 
O O 3 3 O O O 

•ii LL VJ) 
<3. 

n 
6 " 

— 41 

s 
o 
H 
c 
a> 

CM co <• <r vo vo o 
m n i n CM I/>I 
CM m r-» o o CN cn 
>7 00 CO ^ r 4 

SI 
to -5 

C u 
a: e 
0 " 
3a i/l 

Oil . 

3=3 
w - i i 
01 -3 -

a ffl -T M O vD 
0 — N O M N m 3 

N m M I o< H n 
•>J co co o ^-

z 
o 
< 
3 
2 

o 

ao 
c 

•H 
u 
a. 
cn 

c 
OJ ai 
41 C 
3 O 

c r ea 

Q. 
E 
fl 
u 

o 
3 

* A,: 

9AN 2 S1323 
--.,»». 

HQ3isS 1.:. • : —I-



' 0 0 0 0 ° * 















COMPARISON OF 

RESERVES AND ECONOMICS 

Hanley 8 Federal No. 1 
(Wolfcamp) 

LOCATION NW/4 NW/4, Sec. 8 SW/4 NW/4, Sec. 8 

ULTIMATE RECOVERY 
(Gross Barrels) 

HPI - NET INVESTMENT 

260,000 

$333,500 

130,000 

$333,500 

PAYOUT - Months 
Barr e l s 

HPI-CUM PRETAX CASH FLOW 
(Net of Investment) 

HPI-NET PRESENT VALUE 
(Discounted 10%) 

ROYALTY INTEREST: 
CUM PRETAX CASH FLOW 

NET PRESENT VALUE 

±46, 000 

$1,576,360 

$1,235,230 

$514,913 

$432,162 

8 

±44,000 

$598,804 

$457,750 

$222,092 

$185,508 

RESERVES 

0 - 4 5 MBO 

45 - 90 MBO 

90 - 250 MBO 

RISK ANALYSIS 

# WELLS 

13 

7 

12 

% TOTAL 

40.5 

22 .0 

37.5 

32 100.0 

WRH 
2 -21 -91 

BEFORE EXAMINER MORROW 

!L CONSERVATION DIVISION 

7 



EXAMPLE COST ALLOCATION 

9000' Bone Spring 
vs. 

11,500' Wolfcamp 

Costs shown are from Hanley Petroleum I n c . AFE f u r n i s h e d 1-7-91. 

D r i l l i n g day r a t i o i s based on the d r i l l i n g curve of the 
Santa Fe - Kachina 8 Federal No. 1. 

Ratio * 
D r i l l i n g days t o 9000' ( i n o l . l o g s , run esq.) 
D r i l l i n g days t o 11,500' „ „ „ „ 

= ± 2 = .5666 

DRY HOLE 
TANGIBLE 

BONE SPRING BONE SPRING 
WOLFCAMP Wolfcamp dry Wolfcamp Productive 

Casing & Tubingheads $14, 500 $14,500 

Surface casing 9, 800 9, 800 

In t e r m e d i a t e casing 30, 820 30,820 

INTANGIBLE 

D r i l l i n g C o n t r a c t o r 221, 400 125,445 

Road/Location/Damages 16, 000 9, 066 

Mud/Cemicals/Water 18, 000 10,198 

Mud Logging 8, 750 4, 957 

E l e c t r i c Logs 33, 500 18,981 

Cementing surface & Intermed. 23,500 23,500 

Sup e r v i s i o n 11, 200 6, 346 

DST' s 22, 000 -0-

T r a n s p o r t a t i o n / S u p p l i e s 5, 000 2,833 

Contingencies 38, 877 22,027 

TOTAL $453, 347 $278,473 

COMPLETION 
TANGIBLE 

5 V casing $90, 885 $71,126 

2-7/8" t u b i n g 46, 750 36,587 

B a t t e r y 22, 500 22,500 

INTANGIBLE 

Cement long s t r i n g 24, 000 13,598 

T r a n s p o r t a t i o n / S u p p l i e s 

Completion Rig/Rentals 
S t i m u l a t i o n / P e r f o r a t i n g 

Overhead 

WRH 
2-20-91 

7, 500 

22,800 

J.O.A. 

H o f the g r e a t e r o f 
depr e c i a t e d o r 
salvaged value. 

then same as dry hole. 

13,598 Amortized cost x .5666 

a l l o c a t e d by completion 
i n t e r v a l . 

x .5666 Amortized cost x .5666 

BEFORE EXAMINER MORROW 

OIl^CONSERVATION DIVISION 

J^fL EXHIBIT NO. 

! CASE NO ' (OZ-t 

OILC 
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H A N L E Y P E T R O L E U M DR3(S= 
E S T A B L I S H E D 1 S 8 3 

415 WEST WALL, SUITE 1500/MIDLAND. TEXAS 79701 -4473/315-6B4-8051 FAX: 915-685-1104 

HANLEY PETROLEUM INC. 

CORBIN AREA 

LEA COUNTY, NEW MEXICO 

Copies Of Correspondence Concerning The D r i l l i n g 

Of A Proposed 11,500' Wolfcairp Test Well To Be 

Located On An 80 Acre Working Interest Unit 

Caiprising The W}NW* Section 8, T-18-S, R-33-E, 

Lea County, New Mexico 

Date: 2-M1 I ( j ( j 0 0 



J 
Santa Fe Energy Operating Partners, L.P. 
Santa Fe Pacific Exploration CompaiQERTIFIED MAIL - RETURN RECEIPT 
Managing General Partner 

November 12, 1990 

Hanley Petroleum, Inc. 
415 West Wall 
Suite 1500 
Midland, Texas 79701 

ATTN: James Rogers Hanley Petroleum IflC. 

Re: Well Proposal 
Kachina "8" Fed. Com. #2 
1980' FNL & 660* FWL 
(W/2NW/4) Sec. 8, T-18-S, R-33-E, 
Lea County, New Mexico 

Gentlemen: 

Santa Fe Energy Operating Partners, L, P. herein proposes t o d r i l l an 
11,500' Wolfcamp t e s t at the above captioned location. 

Please f i n d enclosed two (2) Well Cost Estimates (AFES) covering the cost 
of d r i l l i n g said w e l l . I f you elect to pa r t i c i p a t e , please execute the 
enclosed AFES and return one copy t o the undersigned. The Operating 
Agreement covering the W/2NW/4 i s presently being prepared and w i l l be 
furnished t o you f o r your signature. 

I f you elect not to j o i n i n the d r i l l i n g of t h i s w e l l , Santa Fe Energy 
Operating Partners, L.P. re s p e c t f u l l y requests a farmout of your i n t e r e s t 
i n the NW/4NW/4 of Section 8, T-18-S, R-33-E, based on the following terms: 

1. Hanley w i l l deliver an 80% NRI Lease to Santa Fe, while r e t a i n i n g 
an ORRI equal to the difference between existing burdens and 20%. 

2. Upon payout of said w e l l , Hanley w i l l have the option to convert 
your ORRI to a 25% Working I n t e r e s t , proportionately reduced. 

3. Upon execution of a formal Agreement, Santa Fe w i l l have 180 days 
to d r i l l or cause to be d r i l l e d a well at the above captioned 
location. 

4. Santa Fe w i l l earn r i g h t s from the surface down to 100' below 
t o t a l depth d r i l l e d . 

I f these terms are acceptable, please prepare your agreement f o r Santa Fe 
Energy Operating Partners, L.P.'s approval and signature. 

Please advise the undersigned of your election, so the necessary paper work 
can be prepared f o r signatures. 

Permian Basin District 
S50 W.Texas, Suite 1330 
Midland, Texas 79701 
915/687-3551 

An Affiliate of Santa Fe Pacific Corporation 



Page 2 
Hanley Petroleum, Inc. 
November 12, 1990 

I f you have any questions, please do not hesitate t o contact the 
undersigned. Thank, you i n advance f o r your cooperation and prompt reply t o 
t h i s proposal. 

Sincerely yours, 

SANTA FE ENERGY OPERATING PARTNERS, L.P. 
By: Santa Fe Pacific Exploration Company 

Managing General Partner 

By: _ _ 
Landman 

LM/efw 
Ends a/s 

EFW1473 



H A N L E Y P E T R O L E U M OMtSo 
ESTASUSMEO 1BS3 

415 WEST WALL. SUITE 1500/MIDLAND, TEXAS 79701-4473/915-684-8051 FAX: 915-685-1104 

November 26, 1990 

Santa Fe Energy Operating Partners, L.P.' 
550 West Texas, Suite 1330 
Midland, Texas 79701 

Attn: Mr. Larry Murphy 
Senior ]Landman 

RE: Well Proposal 
Wi NWi Sec. 8, T-18-S, R-33-E 
Eddy County, New Mexico (HPI NM-43) 

Gentlemen: 

We have received your l e t t e r dated November 12, 1990 concerning the 
d r i l l i n g of a Wolfcamp test 1980 feet FNL and 660 feet of FWL of Section 
8, T-18-S, R-33-E to be dedicated to the W2 NW/4 of said section. 
Unfortunately, you have failed to supply us with s u f f i c i e n t information 
fron which to evaluate your request. 

F i r s t ; we are currently evaluating the d r i l l i n g of a Bone Spring t e s t i n 
the NW/4NW/4 for 40-acre spaced o i l production. Your acreage i n the 
SW/4NW/4 may have some potential for Bone Spring production but your 
proposal f a i l s to address how you propose to allocate costs between the 
Bone Spring and the Wolfcamp so that we do not have to help you pay for 
exploration for production i n zones i n which we would have no interest. 
Please submit to us your revised AFE addressing t h i s issue. 

Second; we are unable to completely evaluate your proposed well location 
and i t s opportunity to success i n the Wolfcamp unless you also submit to 
us relevant data available to your from the Kachina "8" Federal #1 well 
which you have recently d r i l l e d and on which' you have run production 
casing. I f your proposal i s intended to be a good f a i t h e f f o r t to 
obtain our voluntary participation, then we w i l l need the following 
information: 

(1) Daily D r i l l i n g and Completion Reports, 
(2) Mechanical Logs and Mud Logs i f any, 
(3) Geologic interpretations by which you j u s t i f y 

the well and evaluate i t s risk. 



J 

Third; we are unable to evaluate your farmout terms without further 
information from you including why you have offered us only a 20% ORRI 
subject to payment of outstanding burdens against production. The 
sliding scale royalty provision i n our lease should be taken into 
consideration. 

Fourth; we recommend to you that we operate the subject well. You have 
failed to supply us with any information from which to determine why we 
would allow you to 'be the operator when we believe our company structure 
and experience w i l l result in more efficient operations of the well than 
you can obtain. 

In summary, we consider your well proposal premature pending obtaining 
and disclosing to us the results of the Kachina "8" Federal #1 well. In 
the alternative, please consider this letter our offer to you that you 
join with us under the same terms you have offered to us and we w i l l 
operate the well. 

Yours very truly, 

HANLEY PETROLEUM INC. 

James m Rogers 
Vice President Land 

/pjm 

Cert i f ied Mail - Return Receipt 



Santa Fe Energy Operating Partners, L.P. 
Santa Fe Pacific Exploration Company 
Managing General Partner 

Hanley Peirolgum Inc. 
•CERTIFIED MAIL - RETURN RECEIPT 

December 17, 1990 

Hanley Petroleum, Inc. 
415 West Wall, Suite 1500 
Midland, Texas 79701-4473 

ATTN: James W. Rogers 

Re: Well Proposal 
W/2NW/4 Sec. 8 
T-18-S, R-33-E 
Eddy County, New Mexico 
Kachina "8" Fed. Com. #2 

Dear Mr. Rogers: 

Reference i s made to our phone conversation of December 13, 1990 wherein we 
discussed the d r i l l i n g of the above captioned w e l l . 

Santa Fe Energy Operating Partners, L.P. herein i s w i l l i n g to allow 
Representatives of Hanley Petroleum, Inc. to review the logs and d r i l l i n g 
reports from spud date u n t i l 11/12/90 of the Kachina "8" Fed. #1 during 
normal business hours at Santa Fe's off i c e s located at 550 West Texas, 
Suite 1330, Midland, Texas. 

The viewing of t h i s information i s . based on a commitment from Hanley 
Petroleum, Inc. to j o i n i n the d r i l l i n g of t h i s well or enter i n t o a 
Farmout Agreement with Santa Fe Energy Operating Partners, L.P., and the 
information shown to Hanley w i l l be kept Confidential. 

I f Hanley agrees to pa r t i c i p a t e i n the w e l l , the contract area w i l l cover 
the W/2NW/4 of Section 8, T-18-S, R-33-E from the surface t o the base of 
the Wolfcamp Formation. The ownership of t h i s area w i l l be as follows: 

I f Hanley elects to Farmout, the Agreement w i l l cover the NW/4NW/4 Section 
8 from the surface to the base of the Wolfcamp Formation. 

1) Hanley w i l l deliver an 80% NRI lease to Santa Fe, retaining an 
ORRI equal to the difference between exi s t i n g burdens and 20%, but 
i n no event w i l l Hanley's ORRI be less than 2.50%. 

2) Upon payout of said w e l l , Hanley w i l l have the option to convert 
i t s ORRI to a 25% Working In t e r e s t , proportionately reduced. 

Permian Basin District 
550 W. Texas, Suite 1330 
Midland, Texas 79701 
915/667-3551 

Hanley Petroleum 
Santa Fe Energy 
Operating Partners, L.P. 

50% 
50% 

An Affiliate cf Santa Fe Pacific Corporation (2. 



Page 2 
Hanley Petroleum 
December 17, 1990 

3) Upon execution of a formal Agreement, Santa Fe w i l l have 150 days 
to d r i l l or cause t o be d r i l l e d a well at a legal location i n the 
W/2NW/4 of Section 8, T-18-S, R-33-E. 

4) Santa Fe w i l l earn r i g h t s from the surface down to 100' below 
t o t a l depth d r i l l e d , but i n no event below the Wolfcamp Formation. 

Hanley w i l l have 5 days upon receipt of t h i s l e t t e r to commit i t s i n t e r e s t 
to the options stated above and w i l l have 10 days a f t e r reviewing the 
information above to make i t s election on these options. 

I n addition, Santa Fe i s requesting t o be placed on the January 10, 1991 
docket for compulsory pooling, so a prompt reply i s appreciated. 

I f you agree with the above captioned terms, please acknowledge your 
approval, by signing i n the space provided below. 

I f you have any questions, please contact the undersigned. 

Sincerely yours, 

SANTA FE ENERGY OPERATING PARTNERS, L.P. 
By: Santa Fe Pacific Exploration Company 

Managing General Partner 

By: 

LM/efw 

y^urphyf sQi Larry wirphyl, Sehior Landman 

HANLEY PETROLEUM, INC. herein agrees t h i s day of December, 1990 to 
commit i t s interest i n the NW/4NW/4 of Sec. 8 to an Operating Agreement or 
Farmout Agreement before the logs and d r i l l i n g report (from spud date u n t i l 
11/12/90) have been reviewed. I n addition, Hanley agrees t o make an 
election 10 days' a f t e r the information stated above has been reviewed. The 
viewing of t h i s information w i l l be done no l a t e r than December 28, 1990 at 
Santa Fe's of f i c e s during normal business hours. 

HANLEY PETROLEUM, INC. 

By: 

Type Name: 

T i t l e : 

Date: 

EFW1549 

ENERGY pPEItA.'^G PAKINEBSI 
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H A N L E Y P E T R O L E U M GMS, 
ESTA8USHEO 1683 

415 WEST WALL. SUITE 150Q/MIDLAND, TEXAS 79701 -4473/915-6S4-8051 FAX: 915-685-1104 

December 19, 1990 

Santa Fe Energy Operating Partners, LP 
Permian Basin D i s t r i c t 
550 West Texas, Suite 1330 
Midland, Texas 79701 

Attn: Larry Murphy 
Senior Landman 

RE: Well Proposal WjNWj Section 8, 
T-18-S, R-33-E, Lea County, 
New Mexico Kachina "8" Fed. #2 

Gentlemen: 

Reference i s here made to your correspondence of November 12, 1990 
and following. I n the November 12 .letter you stated that an Operating 
Agreement was being prepared and was to be furnished to us. As of th i s 
date we have not received a proposed form of Operating Agreement for our 
inspection and approval. Further, the data included i n your application 
for compulsory pooling under Paragraph 3 & 4 are false i n that your acts 
have been to withhold information v i t a l to a reasonable decision to 
d r i l l the proposed well from a 50% owner i n the proposed venture. You 
have failed to make these data available under reasonable conditions 
including not providing the proposed form of Operating Agreement as 
above discussed. Due to the timing of your proposal, with week-ends 
and holidays i t i s unreasonable to expect our response to your proposed 
timetable. Please c a l l us at your earliest and propose a reasonable 
arrangement and we w i l l respond. In addition, your December 3rd reply 
to my November 26th l e t t e r was neither responsive nor constructive i n 
our efforts to properly develop the minerals i n the subject spacing 
unit. I request -that you review our November 26th l e t t e r and provide 
us with a detailed meaningful response to each of the items we raised 
i n that l e t t e r . 



Santa Fe Energy 
Page 2 

The fact remains that Hanley does own a valid and subsisting Federal 
Oil and Gas lease covering the NWiNWi Section 8, and i f necessary we 
w i l l employ a l l legal means to receive our just and fair share of the 
reservoir applicable thereto. In the alternative we stand ready to 
work with you toward an amenable resolution, but the basis of any 
such resolution is not enhanced by such demands as your are attempt
ing to place on Hanley with your paper t r a i l of correspondence. 

Yours very truly, 

HANLEY PETROLEUM INC. 

VJL.J. 

James W. Rogers 
Vice President Xand 

/pjm 



STATE OF NEW MEXICO 

ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION DIVISION 

BRUCE KING 
GOVERNOR 

POST OFFICE BOX 208B 
STATE LAND OFFICE BUILDING 

SANTA FE. NEW MEXICO 87504 
1505) 827-5800 

June 14, 1991 

KELLAHIN, KELLAHIN & AUBREY 
Attorneys at Law 
P. O. Drawer 2265 
Santa Fe, New Mexico 87504 

RE: CASE NO. 10211 and CASE NO. 10219 
ORDER NO. R-9480-B 

Dear Madam: 

Enclosed herewith are two copies of the each of the above-referenced Division order recently 
entered in the subject case. 

Sincerely, 

/ 

Florene Davidson 
OC Staff Specialist 

FD/sl 

cc: BLM - Carlsbad 
James Bruce 
William Carr 

i 



State of New Mexico 
ENERGY, MINERALS and NATURAL RESOURCES DEPARTMENT 

Santa Fe. New Mexico 87505 

till 
B R U C E K I N G 

GOVERNOR 

January 14, 1992 
ANITA L O C K W O O D 

CABINET SECRETARY 

M A T T H E W B A C A 

DEPUTY SECRETARY 

Mr. James Bruce 
Hinkle, Cox, Eaton, 

Coffield & Hensley 
Attorneys at Law 
500 Marquette Northwest 
Suite 800 

Albuquerque, New Mexico 87102-2121 

Dear Mr. Bruce: 

Based upon your letter of January 10, 1992, and in accordance with provisions of Division 
Order No. R-9480-B, Santa Fe Energy is hereby granted an extension of time in which to 
complete the well on the unit pooled by said order until February 13, 1992. 

Sincerely 

cc: Case Nos. 10211 and 10219 
OCD - Hobbs District Office 

VILL AG11A B U I L D I N G - 100 G n l l s t e o L A N D O F F I C E D U I L D I N G - 310 O l d S«nt» F« Tro l l 

Forestry nnd Resources Censorvntinn Division 

P O. Box 19-18 87504-1948 

827-5830 

OMrce Ol U'e Secre ta ry 

6J7-5950 

Oi l C L ' H - . r r v a l m n D i - 'S i on 

P O R o r 20P8 8?504-?088 

H??-5 "u0 

P.nk n n d R e c r e n l i o n D i v i s i on 

P O Box 1 147 87504-114? 

827-7465 

Ac!mirvs! r .V ivP S ' - rv ic^s 

R?7 5T?5 

Energy Consrrv.V'cn & Man.igen-enl 

627-5=00 


