
STATE OF NEW MEXICO 
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION COMMISSION 

IN THE MATTER OF THE HEARING 
CALLED BY THE OIL CONSERVATION 
COMMISSION OF NEW MEXICO FOR 
THE PURPOSE OF CONSIDERING: 

CASES NOS. 93 31 (DE NOVO) 
and 9429 

Order No. R-8644-A 

APPLICATION OF PHILLIPS PETROLEUM 
CO. FOR NON-STANDARD UNIT AND NON­
STANDARD LOCATION OR, IN THE J i 
ALTERNATIVE, FOR COMPULSORY POOLING 
TO FORM A NEW STANDARD UNIT IN SECTION 22, 
TOWNSHIP 17 SOUTH, RANGE 3 5 EAST, 
LEA COUNTY, NEW MEXICO. 

ORDER_OF_THE_COMW|SS20N 

BY THE COMMISSION: 

This cause came on for hearing at 9:00 a.m. on July 14, 
1988, at Santa Fe, New Mexico, before the O i l Conservation 
Commission of New Mexico, h e r e i n a f t e r r e f e r r e d to as the 
"Commission." 

NOW, on t h i s __J 19th__ day of September, 1988, 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 p u b l i c 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) At the time of hearing Cases 9331, 9429 and 9430, 
i n v o l v i n g the same land and subject matter, were consolidated 
for purposes of hearing. 

(3) Applicant P h i l l i p s Petroleum Company ( P h i l l i p s ) , i n 
Case 9331 sought, and was denied by Order R-8644, approval of 
non-standard l o c a t i o n 660 feet from the North and West li n e s of 
Section 22, Township 17 South, Range 35 East f o r a well to be 
d r i l l e d to the South Shoe Bar-Atoka Gas Pool and to assign to 
said w e l l a non-standard p r o r a t i o n u n i t of e i t h e r 80 acres or 
160 acres. Said case was presented at t h i s hearing, de novo. 

(4) Applicant P h i l l i p s i n Case 9429 seeks to force-pool 
e i t h e r the N/2 or W/2 of Section 22 to form a standard 320-acre 
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gas spacing and p r o r a t i o n u n i t and to reform a d m i n i s t r a t i v e 
order NSP-1470-(L) covering the NE/4 and E/2 NW/4, which i s 
dedicated to an e x i s t i n g w e l l , the T. H. McElvain New Mexico 
"AC" State Well No. 1 located 1980 feet from the North and 660 
feet from the East l i n e (Unit H) of said Section 22; whereby 
P h i l l i p s would e i t h e r p a r t i c i p a t e i n McElvain's w e l l i f the N/2 
i s force-pooled or would d r i l l a second well i n the section i f 
the W/2 i s force-pooled. 

(5) Applicant Mobil Producing Texas and New Mexico Inc. 
( M o b i l ) , i n Case 9430, seeks the force-pooling of the E/2 of 
Section 22, or a l t e r n a t i v e l y to force pool the S/2 of said 
section, so as to allow t h e i r lease i n the SE/4 of said section 
to p a r t i c i p a t e i n a standard gas spacing u n i t , or to approve a 
non-standard gas spacing and p r o r a t i o n u n i t comprised of SE/4 
and S/2 SW/4 of said section. 

(6) T. H. McElvain protests any action of the Commission 
which would change, the size of h i s present p r o r a t i o n u n i t , 
penalize his production or force pool i n t e r e s t s i n t o his 
producing we 11. 

(7) A l l p a r t i e s agreed that w e l l s completed i n the Atoka 
Sand Reservoir would dra i n i n excess of 320 acres. 

(8) Sun Exploration and Production (Sun), owner and 
operator of the Shoe Bar State Well No. 1 located at a standard 
l o c a t i o n i n the SE/4 SW/4 (Unit N) of Section 15, Township 17 
South, Range 35 East protests the excess drainage that would 
occur on t h e i r acreage i n Section 15 from two a d d i t i o n a l w e l l s 
d r i l l e d and completed from the Atoka Sand Reservoir i n Section 
22 caused by the Commission approving unorthodox spacing u n i t s 
without p e n a l i z i n g production rates. 

(9) Testimony introduced by a l l of the p a r t i e s confirmed 
the attempts to reach voluntary agreements which have f a i l e d . 

(10) Unprorated gas pools have rules which e s t a b l i s h 
standard p r o r a t i o n u n i t size and shape w i t h minimum distances a 
w e l l may be d r i l l e d from the boundary of the u n i t assigned to 
i t . Such rules prevent waste from d r i l l i n g unnecessary wells 
and protect c o r r e l a t i v e r i g h t s by l i m i t i n g encroachment and 
eq u a l i z i n g the amount of acreage dedicated to a p r o r a t i o n u n i t . 

(11) The McElvain w e l l was a re-entry of the Humble State 
"AC" No. 1 which was located at a standard l o c a t i o n f o r o i l 
production but a non-standard l o c a t i o n for Atoka gas. Approval 
of a 240-acre non-standard u n i t was granted by A d m i n i s t r a t i v e 
Order NSP-1470(L) a f t e r notice was given to both P h i l l i p s and 
Mobil, as o f f s e t operators, and n e i t h e r p a r t y objected. 
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(12) Since McElvain secured approval of hi s u n i t and the 
we l l l o c a t i o n as required by the r u l e s , and has d r i l l e d and 
completed h i s w e l l , the Commission i s r e l u c t a n t to r e d i s t r i b u t e 
equity i n that producing gas p r o r a t i o n u n i t ; however, the 
Commission must address the well density issue i n Section 22 by 
applying appropriate p e n a l t i e s to non-standard u n i t s and 
locations i n order to protect the c o r r e l a t i v e r i g h t s of a l l 
part i e s . 

(13) No party has requested p r o r a t i o n be i n s t i t u t e d i n 
these pools. 

(14) P h i l l i p s ' r e s e r v o i r engineer requested a 160-acre 
non-standard u n i t w i t h a 50% penalty f a c t o r (160/320) assessed 
against ratable take determinations by the gas purchaser. This 
i s not possible i n today's gas marketing environment where 
there may be purchasers outside the j u r i s d i c t i o n of the O i l 
Conservation D i v i s i o n and there may not be a common purchaser 
to implement Ratable take p e n a l t i e s . 

(15) Under cross examination of the P h i l l i p s ' r e s e r v o i r 
engineer, i t was suggested that the penalty be assessed against 
d e l i v e r a b i l i t y . Since operators i n non-prorated gas pools have 
the opportunity to s e l l maximum d e l i v e r a b i l i t y from t h e i r gas 
w e l l s , a penalty assessed against d e l i v e r a b i l i t y w i l l protect 
the c o r r e l a t i v e r i g h t s of a l l gas producers i n the pool. 

(16) There was no d i r e c t c o r r e l a t i o n between 
d e l i v e r a b i l i t y and data presented at the hearing. In the 
absence of such, d e l i v e r a b i l i t y must be defined as the maximum 
recorded flow r a t e . 

(17) During 1986 and 1987 maximum flow rates f o r the 
wells on which data was presented at the hearing were 
approximately 6000 Mcf/day and t h i s i s hereby found to be the 
maximum flow rate f o r wells subject to being penalized by t h i s 
order. 

(18) Data presented at the hearing d i d not address 
d e c l i n i n g d e l i v e r a b i l i t y but 10% per year decline i s considered 
reasonable and represents average performance i n t h i s type of 
re s e r v o i r . 

(19) The McElvain well l o c a t i o n was not objected to and 
should not be penalized, however; the spacing u n i t i s 
non-standard and should be allowed 240/320 or 75% of the 
maximum flow rate described i n Finding No. (18) hereinabove. 

(20) P h i l l i p s , i f unable to negotiate for a standard u n i t 
should be permitted a non-standard u n i t comprised of the W/2 
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NW/4 and N/2 SW/4 and, i f the wel l i s located not less than 660 
feet to the outer boundary of the u n i t should be l i m i t e d to 
one-half (160/320) the maximum flow rate as described i n 
Finding No. (18) hereinabove. Further encroachment toward the 
outer boundary w i l l be cause for an a d d i t i o n a l penalty which 
would be the subject of a new hearing. 

(1) T. H. McElvain's New Mexico "AC" State Well No. 1 
located 1980 feet from the North and 660 feet from the East, 
l i n e s of Section 22, Township 17 South, Range 35 East, Lea 
County, New Mexico i s hereby r e s t r i c t e d i n i t s d a i l y producing 
rate to 4,500,000 cubic feet of gas from the South Shoe Bar-
Atoka Gas Poo 1. 

(2) P h i l l i p s Petroleum Co.'s a p p l i c a t i o n for a 
non-standard gas p r o r a t i o n u n i t i n the South Shoe Bar-Atoka Gas 
Pool c o n s i s t i n g of the W/2 NW/4 and N/2 SW/4 of said Section 22 
is hereby approved. 

PROVmED^ HOWJVER, that said w e l l s h a l l be r e s t r i c t e d i n 
i t s d a l l y producing* rate to 3,000,000 cubic feet of gas on 
cond i t i o n the well i s located no nearer than 660 feet to the 
outer boundary of the u n i t . I f encroachment toward the outer 
boundary of the u n i t i s greater, the Commission w i l l impose an 
ad d i t i o n a l penalty a f t e r notice and hearing. 

IT IS FURTHER ORDERED THAT: 

(3) I n regard to the r e s t r i c t i o n s imposed i n decretory 
Paragraphs (1) and (2) above, production during any month at a 
rate less than the l i m i t a t i o n described s h a l l not be c a r r i e d 
forward as underproduction i n t o succeeding months, but 
overproduction of such l i m i t a t i o n during any month s h a l l be 
made up i n the next succeeding month or months by shut-in or 
reduced rate as required by the D i s t r i c t Supervisor of the 
Di v i s i on. 

(4) Beginning January 1, 1990, the maximum flow rate f o r 
wells subject to being penalized by t h i s order s h a l l be reduced 
10% annually on January 1 of each successive year. 

(5) J u r i s d i c t i o n of t h i s cause is retained f or the entry 
of such f u r t h e r orders as the Commission may deem necessary. 
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DONE at Santa Fe, New Mexico, on the day and year 
hereinabove designated. 

STATE OF NEW MEXICO 
OIL CONSERVATION COMMISSION 

WILLIAM R. HUMPHRIES, Member 

S E A L 

dr/ 


