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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: 

CASE Na 11923 
ORDER VO. R-109S3 

APPLICATION OF KCS MEDALLION RESOURCES, INC FOR AN UNORTHODOX GAS 
WELL LOCATION, EDDY COUNTY* NEW MEXICO. 

ORDER QFTfTKPJflaiQa 

BYTHEPIYKTQH 

This cause cams oo for hearing at 8:15 ajo. on February 19,1998, it Santa Fe, New Mexico, 
before Examiner Michael £. Stogner, 

NOW, oa this _^k^cUy of May, 1991, tto Division Director, hiving considered die 
testimony, tae record end the recoauaeodstiotu of the Examiner, aad being foily advised, 

FINDS THAT: 

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

(2) The applicant, KCS Medallion Resources, lac ("KCS**), seeks approval to drill its 
proposed PDM WeU No. I as aa unorthodox gas weil location within the Turkey Track-Morrow Gas 
Pooi 860 fwt from the South tin* and S6Q feet &om the West line (Unit M) of Section 16, Township 
19 South, Range 29 Bast, NMPM, Eddy County, New Mexico. 

(t) The S/2 cf said Section 16 is to be dedicated to that well ic order to form a standard 
320-acre gas spacing and proration unit for that pooL 

(4) The Turkey Track-Morrow Gas Pool currently comprises die following described 
area is Eddy County, New Mexico: 

TOWNSHTP 19 SOUTH. RANGE 28 EAST. NMPM 
Section II: E/2 
Section 12: All 
Section 13: S/2 

TQWNSHg 19 SOUTH. RANGE 2? BAST. NMPM 
Sections 2 and 3: All 
Section 7. All 
Sections 10 and it: AU 
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Sections 14 through 18: 
Section 23; 
Section 24: 

AU 
Ail 
W/2. 

(5) The Turkey Track-Morrow Gas Pool is a "non-prorated gas pool" and is therefore 
not governed by the "General Rules for the Prorated Gas Pools of New Mexico:' as promulgated 
by Division Order No. R-8170, as amended. Said gas pool is subject to the Division's Rule 
104.C(2Xb% which provides for 320-acre gas spacing and proration units, or drilling units, and 
requires that wells be located no cioser than 660 feet to the nearest side boundary of the designated 
tract nor closer than 1650 feet to the nearest end boundary, nor closer than 330 feet to any quarter-
quarter section or subdivision Liner boundary thereon, and Rule I04,D(3X which restricts the 
number of producing wells within a single gas spacing unit in non-prorated pools to one. 

(6) Southwest Royalties, Inc. ("SW Royalties"), which currently operates a Turkey 
Track-Morrow Gas Pool well in Section 17, Township 19 South, Range 29 East, NMPM, that well 
being the Union Texas State Wel! No. 1 (API No. 30415-21216-}, located at a standard gas well 
location 660 feet from the South line and 1980 feet from the West line (Unit N) of Section 17, 
appeared at the hearing in opposition to the application. A standard 320-acre gas spacing and 
proration unit comprising the S/2 ofSection 17 ts currently dedicated to the Union Texas State WeU 
No. 1. 

(7} The combined geological and engineering evidence and testimony presented by 
both KCS and SW Royalties indicate that: 

(a) the primary objective of the subject well is the 
three channel sands that comprise the interval designated by the 
applicant as the Middle Morrow; these channel sands trend north 
northwest - south southeast in this general area and are this, 
lenticular and not continuous ov«r long distances; 

(b) a weil drilled at the propceed unorthodox gat weil 
,oc&tion should encounter a greater amount of net sand within the 
Middle Morrow sand intervals than a weil drilled at a standard gas 
well location within the S/2 ofSection 16, thereby increasing the 
likelihood of obtaining commercial gas production; 

(c) tksre are foor key weils with Middle Morrow gas 
production within this general arsa: (i) the aforementioned SW 
Royalties Union Texas State Well No. 1 in UnifN" of Section 17, 
which is currently producing at a rate of376 MCFPD from the S/2 
of Section 17, whit cumulative total production in the last 24 years 
of approximately 5.2 BCF of gas and 64,000 barrels of condensate; 
(ii) the Gray Petroleum Management Company's Parkway State 
* 17- Cora. Well Na I (API No. 3G-Q1S-24897) in Unit *G" of 
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Section 17, which ha* produced a total of 2.0 BCF of gas and 
20,000 barrels of condensate since 1985 with a current rate of 
production of approximately 369 MCFPD; (Bi) the Burlington Oil 
& Oas Resources Company State M16* Com. Wed No. 1 (API No. 
30*015-22692) located ia Unit "F* ofSection 16 which produced 
a totai of 1.5 BCF of gas and 16,200 barrels of condensate fiom the 
N/2 of Section 16 between February, 1979 and December, 1995; 
and (iv) the Burlington OU & Oas Resources Company State "16-
A" Com. Well No. I (API No. 30-015-22924) located in Unit "CT 
of Section 16 which produced a total of 325 MMCF of gas and 
3.700 barrels of condensate fiom the S/2 ofSection 15 between 
September, 1979 and November, 1986 (Not*-, mis welt was 
deemed "noncommercial" by KCS); 

(d) there ara two additional wells of&etticg the subject 
PDM WeU No. 1 - me UMC Petroleum Corporation Parkway Unit 
W»H No. 9 in Unit "0* of Section 21 and the dry and abandoned 
Petroleum Corporation Parkway West Unit WeU No. 4 in Unit "C n 

ofSection 20, both ia Township 19 South, Range 29 East, NMPM, 
Eddy County, New Mexico - that penetrated the Morrow formation 
but were not productive; 

(e) KCS's proposed unorthodox gas well location is 
equidistant from the two aeove-deseribed previously productive 
Morrow gas wells in the NW/4 and SE/4 ofSection 16 and the 
non-productive UMC Petroleum Corporation Parkway Unit Well 
No. 9 in the NE/4 of Section 21; 

(0 . the Middle Morrow sands appear to pinch out 
immediately to the west of SW Royalties' Union Texas State Wei! 
No. 1 in the SW/4 of Section 17; 

(g) drainage of Middle Morrow gas reserves by the 
SW Royalties Union Texas State WeU No. 1 appears to be 
primarily from the east since; (i) the Morrow sands pinch out 
immediately to the west; (ii) the Morrow tested non-productive to 
the south in Unit MG" of Section 21; (Bi) there is competitive 
drainage fiom the north fiom the Gray Petroleum Management 
Company Parkway State "17" Com. Well No. 1 in Unit "G* of 
Section 17; and 

(h) by drilling at as advantageous position within tfa* 
Middfc Morrow interval, KCS is attemptmg to capture and recover 
reserves within the SE/4 of Secdon 16 mat might not otherwise be 
recovered. 
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(8) The applicant should not be precluded from drilling its proposed PDM WeU No. 1 
at the location it believes, based upon its geologic interpretation, to be the best available location 
within the S/2 of Section 16; however, is order to protect the correlativ? rights of SW Royalties, a 
production penalty should he assessed against any future Morrow gas production from the subject 
welL 

(9) The distance from the closest standard gas well location within the S/2 of Seetion 
16 (which is 860 feet from the South line and 1650 feet from the West lice (Unit N) of Section 16) 
to the proposed unorthodox gas well location (which is 860 feet from the South line and 660 feet 
from the West line (Unit M) of Section 16) is 990 feet 

(10) The production penalty should be based on the percentage of encroachment and be 
calculated as follows: 

1.00 - (660 feet/1650) x 100 - 60 percent penalty. 

(1 i) The production penalty should be applied to the PDM Well No, I's ability to 
produce into a pipeline as determined from a deUverabiiity test to be conducted on the weU on a 
semiannual basis. 

\ 
\ 

(12) Approval of this application with a 60 percent production penalty will afford tbo 
appUcant the opportunity to produce its just and equitable share of the gas in the Turkey Track-
Morrow Gas Pool; will prevent the economic loss caused by the driUing of unnecessary weils; will ) 
avoid the increased risk associated with the drilling of an excessive number of weUs; and wiU / 
otherwise prevent waste and protect correlative rights. /' 

(13) Tne applicant shook! advise the supervisor of the Division's Artesia district office 
of the date and time of the afxwe-described production test(s) so mat they may be witnessed, 

ff IS -THEREFORE ORPERFP THAT 

(!) The ar̂ iicant, KCS Medallion Resources, Ice. HCC$"X is hereby authorised to dr Ji 
its proposed PDM Weil No. 1 at an unorthodox gas well location within the Turkey Track-Morrow 
Gas Poet 860 feet from the Scum line and 660 feet from tha West line (Unit M) ofSection 16, 
Township 19 South, Range 29 East, NMPM, Eddy Comity, New Mexico. 

(2) The $/2 ofSection 16 shail be dedicated to the well in order to form a standard 320-
acre gas spacing and proration unit for the pool. 

(3) The PDM Well No.! is assessed a production penalty of 60 percent to be applied 
toward the welFs ability to produce into a pipeline as determined from a delrverabUty test to be 
conducted on the weii on a semiannual basis. 
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(4} The applicant shail advise the supervisor of the Division's Artesia district office of 
the date and time of the above-described production testes) in order that they may be witnessed. 

(5) 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, oo the day and year hereinabove designated. 

STATE OP NEW MEXICO 
OIL CONSERVATION DIVISION 

SEAC ' 
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STATE OF NEW MEXICO B E E J C L £ M ' C L E R K 

ENERGY, MINERALS, AND NATURAL RESOURCES DEPARTMENT 
OIL CONSERVATION DIVISION 

IN THE MATTER OF THE HEARING CALLED 
BY THE ODL CONSERVATION COMMISSION 
FOR THE PURPOSE OF CONSIDERING: 

DENOVO 
CASE NO. 11514 
Order No. R-10622-A 

APPLICATION OF READ & STEVENS INC. 
FOR AN UNORTHODOX INFILL GAS WELL 
LOCATION AND SIMULTANEOUS DEDICATION, 
CHAVES COUNTY, NEW MEXICO. 

ORDER OF THE COMMISSION 

BY THE DIVISION: 

This cause came on before the Oil Conservation Commission of New Mexico, 
hereinafter referred to as the "Commission" from remand from District Court for additional 
findings. (New findings are in bold). 

NOW, on this 26th day of February, 1998, the Commission, a quorum being present, 
having considered the testimony, the exhibits received at said hearing, 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, Read & Stevens, Inc., seeks approval to drill its Harris Federal 
Weil No. 11 at an unorthodox gas well location 990 feet from the South line and 1980 feet 
from the West line (Unit N) ofSection 26, Township 15 South, Range 27 East, NMPM, to 
test the Pennsylvanian formation, Buffalo Valley-Pennsylvanian Gas Pool, Chaves County, 
New Mexico. 

(3) The applicant further proposes to simultaneously dedicate the proposed 
Harris Federal Well No. 11 and its existing Harris Federal Well No. 4, located at a standard 
gas well location 990 feet from the South and East lines (Unit P) of Section 26, to a standard 
320-acre gas spacing and proration unit in the Buffalo Valley-Pennsylvanian Gas Pool 
comprising the S/2 of Section 26. 

(4) Matador Petroleum Company, an offset operator, appeared at the hearing in 
support of Read & Stevens, Inc.'s application. 
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(5) UMC Petroleum Corporation (UMC), operator of the following describee 
Diamond Mound-Morrow Gas Pool producing wells in Section 35, Township 15 South 
Range 27 East, appeared at the hearing as an affected offset operator in opposition to the 
application: 

White State Weil No. 1, located 660 feet from the South line 
and 1980 feet from the East line (Unit O), said weil currently 
dedicated to the S/2 of Section 35; and, 

White State Well No. 2, located 1980 feet from the North and 
West lines (Unit F), said well currently dedicated to the N/2 
of Section 35. 

(6) The proposed Harris Federal Well No. 11 is located within the Buffalo 
Valley-Pennsylvanian Gas Pool which is a prorated gas pool currently governed by the 
General Rules for the Prorated Gas Pools of New Mexico/Special Rules and Regulations for 
the Buffalo Valley-Pennsylvanian Gas Pool as contained within Division Order No. R-8170, 
as amended, which require standard 320-acre gas spacing and proration units with wells to 
be located in the NW/4 or SE/4 of a standard section no closer than 990 feet from the outer 
boundary of the quarter section nor closer than 330 feet from any governmental quarter-
quarter section line or subdivision inner boundary. 

(7) The proposed Harris Federal Well No. 11 is standard with respect to the 
setback requirements, but is unorthodox with respect to the quarter section location 
requirement. 

(8) In addition to the Harris Federal Well No. 4, applicant currently operates the 
Harris Federal Well No. 8, located at a standard gas well location in Unit F of Section 26. 
The N/2 of Section 26 is currently dedicated to this well. 

(9) Both the applicant and UMC presented geologic evidence and testimony in 
support of their respective positions. This geologic evidence and testimony is generally in 
agreement that: 

a) the Buffalo Valley-Pennsylvanian and Diamond 
Mound-Morrow Gas Pools, in the area of Sections 26 
and 35, represent a single common source of supply in 
the Pennsylvanian formation; 
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b) the Lower Pennsylvanian interval being produced in 
the Harris Federal Well Nos. 4 and 8 and the White 
State Weil Nos. 1 and 2 is a correlatable channel sand 
which traverses Sections 26 and 35 in a north-south 
direction; 

c) the reservoir sand has its axis transversing and 
maximum buildup within both Sections 26 and 35; 

d) applicant's Harris Federal Well No. 8, which 
encountered approximately 30 feet of net sand, and 
UMC's White State Well No. 2, which encountered 
approximately 22 feet of net sand within the reservoir, 
are the best producing wells within Sections 26 and 
35, respectively; 

e) applicant's Harris State Well No. 4 and UMC's White 
State Well No. 1 each encountered less than 10 feet of 
net pay sand, which places these wells on the flank of 
the main axis of sand buildup. 

f) the Harris Federal Well No. 11, which will be 
completed in the Lower Pennsylvanian interval, is 
projected to encounter between 22-30 feet of net sand 
in the reservoir. 

(10) Both parties presented engineering evidence and testimony with regards to 
calculated gas-in-place under Sections 26 and 35 and estimated ultimate recoveries for the 
wells in Sections 26 and 35. The engineering evidence is generally in agreement for 
estimated ultimate recoveries, but there is disagreement concerning the calculated gas-in-
place under Section 26. 

ESTIMATED ULTIMATE RECOVERY 

UMC Petroleum Corporation Read and Stevens 

Well Name 

Harris Fed. No. 8 9.6 BCFG 8.0 BCFG 
Harris Fed. No. 4 0.6 BCFG 0.7 BCFG 
White State No. 1 5.1 BCFG 5.2 BCFG 
White State No. 2 8.4 BCFG 9.0 BCFG 
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ORIGINAL GAS-IN-PLACE (BCF) 

UMC Petroleum Corporation Read and Stevens 

Section 

26 
35 

11.8 
10.2 

18.6 
12.9 

The significance of the variation in gas-in-place relates to the percentage of gas-in-
place recovered by existing wells and projected to be recovered in the future and the 
inference that allowing Read and Stevens to drill their proposed well would allow them to 
drain gas reserves from under Section 35 (UMC's position). 

Conversely Read and Stevens maintains that the only way for Read and Stevens to 
recover the gas-in-place under Section 26 is to drill their proposed Harris Federal Well No. 
11. Accepting that 18.6 BCF is the gas-in-place under Section 26, the Read and Stevens 
proposed location would produce only the gas under their tract and not the gas under UMC's 
acreage in Section 35. 

The Read and Stevens analysis had better scientific validity being derived from their 
"Reservoir Simulation Study", validated by history matching gas production as compared to 
the UMC study which resulted from planimetered gas-in-place derived from their "Net Sand 
Thickness Isopach Map". 

(11) UMC proposed that the Harris Federal Well No. 11, if allowed to be drilled 
at the proposed unorthodox location, should be assessed a production penalty of 65 percent 
or, in the alternative, should be assigned an allowable of 350 MCF gas per day. UMC's 
proposed allowable is based upon the fact that the proposed Harris Federal Well No. 11 will 
be located 50 percent closer to the common lease line than its White State Well No. 2, and 
therefore, should be allowed to produce 50 percent of the White State Well No. 2's current 
rate of production of 700 MCFGD. 

(12) The evidence and testimony presented in this case indicates that: 

a) the Harris Federal Well No. 4, which will ultimately 
recover only 0.6 BCF of gas, will not adequately drain 
and develop the S/2 of Section 26; 

b) drainage of the SW/4 of Section 26 from the White 
State Weil No. 2 is likely occurring; 
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c) the correlative rights of the applicant may be impaired 
if it is not allowed to drill a well within the SW/4 of 
Section 26 to recover gas reserves which may 
ultimately not be recovered by its existing wells; and, 

d) The calculated original gas-in-place under Section 
26 is probably more than 11.8 BCF but not as 
much as 18.6 BCF. Even though the Read & 
Steven's analysis had better scientific validity, the 
Commission declines to adopt either Read & 
Stevens' specific calculation or UMC's specific 
calculation. The evidence presented by UMC 
cannot be entirely disregarded, and it militates 
against determining the amount of the original 
gas-in-place to be as much as 18.6 BCF. Read & 
Stevens did not present any long-term pressure 
data to support their claims. Many of the net pay, 
or net thickness, numbers used by Read & Stevens 
changed between the time of the Oil Conservation 
Division examiner hearing (the record of which 
was incorporated into the Commission hearing) 
and the Commission hearing. These changes 
consistently resulted in higher figures for Read & 
Stevens and lower figures for UMC. Even so, the 
original gas-in-place is probably a figure closer to 
18.6 BCF than 11.8 BCF. 

e) . The two existing wells in Section 26 are producing 
. one million cubic feet of natural gas per day; the 

two existing wells in Section 35 are producing one 
million cubic feet of natural gas per day. The 
proposed Read & Stevens well is expected to 
produce over one million a day, so that Read & 
Stevens with the new well will be producing over 
two times as much in Section 26 as UMC is 
producing in Section 35. Thus, the equilibrium 
that formerly existed between the two sections will 
be changed. 

f) The standard set back for the Buffalo Valley-
Pennsylvanian Gas Pool, in which Section 26 is 
located, is 990 feet from the outer boundary. 
However, this set back figure is only for wells 



located in either the northwest or southeast 
quarter of a standard section. Read & Stevens' 
proposed location is in the southwest quarter, so 
that the proposed location is unorthodox 
irrespective of the set back. 

The standard set back for the Diamond Mound-
Morrow Gas Pool, in which Section 35 is located, 
is 1980 feet from the outer boundary, and UMC's 
White State Well No. 2 is located 1980 feet from 
the outer boundary and is in the northwest 
quarter. 

Read & Steven's proposed unorthodox location is 
50% closer to the common boundary with UMC 
than is UMC's White State Well No. 2 and thus 
would gain an unfair advantage unless penalized. 

While Read & Stevens presented sufficient 
evidence to prove that a third well located off-
pattern in the southwest quarter is required to 
drain the gas in Section 26, Read & Stevens did not 
present sufficient evidence to prove that a well 
located at an equal distance from the common 
boundary with UMC as UMC's White State Weil 
No. 2 would not drain the Section 26. Therefore, 
while Read & Stevens has justified a third well to 
be placed in the southwest quarter ofSection 26 to 
prevent waste, it has not justified crowding its 
neighbor, UMC in Section 35, without the 
imposition of a penalty on production to protect 
UMC's correlative rights. Because Read & 
Stevens wants to crowd its neighbor by locating 
this third well 50% closer to the common 
boundary than UMC's well, Read & Stevens will 
gain an unfair competitive advantage and the 
imposition of a penalty is appropriate. Read & 
Steven's can drill its third well in the southwest 
quarter without any penalty if the well is at least 
1980 feet from the common boundary with UMC. 
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j) As there are between 11.8 BCF and 18.6 BCF of 
gas-in-place under Section 26 and the proposed 
well will increase production from Section 26 to 
over two million cubic feet per day, Read Sc. 
Stevens' proposed location, 50% closer to the 
common boundary Une than UMC's well, will 
lower daily production and drain some gas 
reserves from under Section 35 if the proposed 
well produces without penalty. 

k) by locating the Harris Federal Well No. 11, 990 feet 
off the common lease line, the applicant will be 
gaining an advantage over UMC, whose White State 
Well No. 2 is located 1980 feet off the common lease 
line. 

(13) The applicant should be authorized to drill the Harris Federal Well No. 11 at 
a location no closer than 1830 feet from the South line (standard 1980 feet setback with ISO 
feet flexibility) without penalty. However, if Read and Stevens elects to drill their proposed 
unorthodox location, in order to protect the correlative rights of UMC, the well should be 
assessed a production penalty. 

(14) Applicant testified that it expects the Harris Federal Well No. 11 to initially 
produce at a rate of approximately 1,500 MCF gas per day. 

(15) A production penalty of 50 percent, which is based upon the well's distance 
from the common lease line relative to the White State Well No. 2's distance from the 
common lease line, is fair and reasonable and should be adopted in this case. 

The standard penalty is based on the distance from the common boundary; or 
in a case such as this where two sections have different set-back requirements, the 
penalty is based on the relative distance each well is from the lease line. Having a 
standard formula for a penalty for crowding a common boundary has provided 
predictability and consistency for industry and is an important tool in protecting 
correlative rights. 

(16) Approval of the subject application with a 50 percent production penalty will 
afford the applicant the opportunity to produce its just and equitable share of the gas in the 
affected pool, will prevent the economic loss caused by the drilling of unnecessary wells, 
avoid the augmentation of risk arising from the drilling of an excessive number of wells, and 
will otherwise prevent waste and protect correlative rights. 
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(17) The production penalty should be applied towards the Harris Federal Weil No. 
1 l's ability to produce into a pipeline as determined from a deliverability test to be conducted 
on the well on a semi-annual basis. 

(18) The applicant should advise the supervisor of the Artesia district office of the 
Division of the date and time of conductance of the above-described production test(s) in 
order that they may be witnessed. 

IT IS THEREFORE ORDERED THAT: 

(1) The applicant, Read & Stevens, Lie, is hereby authorized to drill its Harris 
Federal Weil No. 11 at an unorthodox gas well location at a rninimum distance of 1830 feet 
from the South line without penalty or 990 feet from the South line and 1980 feet from the 
West line (Unit N) of Section 26, Township 15 South, Range 27 East, NMPM, to test the 
Pennsylvanian formation, Buffalo Valley-Pennsylvanian Gas Pool, Chaves County, New 
Mexico with the assessment of a production penalty of 50 percent. The production penalty 
shall be applied towards the well's ability to produce into a pipeline as detennined from a 
deliverability test to be conducted on the well on a semi-annual basis. 

(2) The S/2 of Section 26 shall be simultaneously dedicated to the aforesaid 
Harris Federal Well No. 11 and to the existing Harris Federal Well No. 4, located at a 
standard gas well location 990 feet from the South and East lines (Unit P) of Section 26 in 
the Buffalo Valley-Pennsylvanian Gas Pool. 

(3) The applicant shall advise the supervisor of the Artesia district office of the 
Division of the date and time of conductance of the above-described production test(s) in 
order that they may be witnessed if Read and Stevens drills the Harris Federal No. 11 at the 
penalized location. 

(4) Jurisdiction is hereby retained for the entry of such further 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 

JAMI BAILEY, Member 

WILLIAM J. 

LORI WROTENBERY, Chairman 

Commissioner Wrotenberry was not on the 
Commission when this Case was heard on 
October 30, 1997, and did not participate in 
the adoption of additional findings on 
remand. 

S E A L 


