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BEFORE THE
OIL CONSERVATICN COMMISSION
SANTA FE, NEW MEXICO
s February 14, 1962

REGULAR HEARING

FARMINGTON, N, M
PHONE 325.1182

IN THE MATTER OF:

{De Novo)
Application of Southwest Production Company
for a hearing de novo in Case No. 2415,
Order No. R-2150, relating to the force
pooling of mineral interests in the Basin-
Dakota Gas Pool in the E/2 of Section 14,
Township 30 North, Range 12 West, San Juan
County, New Mexico. Interested parties in-
clude the unknown heirs of Abas Hassan, the
uniknown heirs of D. M. Longstreet, and
Robert E.,, Alice L. and Samuel G. Goodwin,
or their unknown helrs.

and

ﬂ:‘
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CASE NO,
2415

purEn:

(De Novo)

Application of Southwest Production Company
for a hearing de novo in Case No. 2416,
Orvder No. R-2151. relating to the force
pooling of mineral interests in the Flora
Vista-Mesaverde Gas Pool in the E/2 of
Section 22, Township 30 North, Range 12
West, San Juan County, New Mexico. Interested
parties include Roy Rector, 0. G, Shelby,
Dwight L. Millett, Myron H. Dale, George T.
Dale, and Julian Coffey.
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(De Novo)
Application of Southwest Production Company
for a hearing de novo in Case No. 2446,
Order No. R-2068-A, relating to the force
pooling of mineral interests in the Basin-
Dakota Gas Pool in the E/2 of Section 22,
Township 30 North, Range 12 Wesbt, San Juan
County, New Mexico. Interested parties in-

. ¢lude Roy Rector, 0. G. Shelby, Dwight L.
Millett, Myron H. Dale, George T. Dale, and
Julian Coffey.

DEARNLEY-MEIER REPORTING SERVICE, Inc.

smorm
ALBUQUEROUE, N, M,

PHONE 243.6691

CASE NO.
2446
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’///____’/" . )
(De Novo) :

Application of Southwest production Company

for a hearing de novo in Case No. 2i53,

)
)
)
Order R-2152, relating to the force pooling )
)  CASE NO.
)
)

o of mineral interests in the Rasin-Dakota
2453

Ggas Pool in the E/2 of section 7, Township
30 North, Range 11 West, San Juan County,

i g
iz New Mexico. Interested partles include )
R Harold M. and Maleta y. Brimhall. )
QS EE ; L) /‘ /s . - J— __,_______,._,._,-4.._)
{ =
[
R BEFORE:
= Edwin L. Mechem, Governorw ;
) & E. . "Johnny' Walker, Land Commissioner
é A. L. "Pete" Porter, gecretary-Director of Commisslon.
I % TRANSCRIPT OF HEARING
|
> MR, PORTER: The Hearing will come to order, please.
We will take up next Case NO. 2415,
l .
MR. WHITFIELD: The application of Southwest Production

Company for 2 nearing 4e novo in Case No., 2415, Order No. R-2150.

+3
®

MR. VERITY: Th anplicant 1s ready .

MR. PORTER: 1 would 1ike %o call for appearances in
this case. Are there any..other appearances other than Southwest?

MR. MORRIS: Mr. Coffey has requested that his statement

pe read into the record at the close of the case.

DEARNLEY-MEIER REPORTIN

ALBUQUEROUE, N. M.

MR. BRATTON: If the Commission please, Howard Bratton,

appearing‘ on behalf of New MexlcoO 0il & Gas Association. We have

PHONE 243.669)

= no difect interest in this case oOr the succeeding three cases;

E

i
B
!

l
i

| however, it is our unders‘candiyng that thesé four cases involve

- . gome baslc 1nterpreta’cion of the forced pooling statute as amended

by the leglslatire. Inasmuach as tnat statute was originally

L e
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directed and sponsored by the regulatory practice committee of
the New Mexico 01l & Gas Association, we would appreciate an
opportunity to consider any basic interpretations of the general

applications raised in these hearings. For that purpose, we would

ti2%.1182

request thai a thirty-day period of time be given within which any

interested party or organizaticn could submit written statements

FARMINGTON, N, M,
PHONE

as to the basic interpretation or pollicles raised in connection

with the amended statute.

<

MR. VERITY: May it please the Commission, I realize thal
these four cases that are next on the docket may possibly involve
the setting of general principles by this Commission that will ap-
ply to other cases and for this reason, I think Mr. Bratton's re-
éuest is welil taken; that it is entirely proper for the Commission
to consider any statement or recommendation that the New Mexlco
0i1l & Gas Association'’s regulatory practlice commlttee should have.
We think it is something that should be congidered. There 1s a
best answer to 1t. We are most likely to come up with the best
answer if 1t hears from everyone who might have an interest in the

oubcome of these hearings.' Therefore, I make nv objection to this

DEARNLEY-MEIER REPORTING SERVICE, Inc.

ALBUQUERQUE, N, M.

thirty-day period of tiﬁe for the Association to make a statement

or file with the Commission a written statement.

PHONE 243.669)

MR. BRATTON: May 1t please the Commission, I would like
= to clarify one point; inasmuch as there are fifteen people, in-

cluding five:lawyers, on the committee, I do not want to guarantee

- that we will be able to agree on anything.
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1

MR. PORTER: off the record.

(Off—the-record discusslon neld.)
MR. PORTER: We will --

MR. SELINGER: Mr. Porter, pefore you make your announcetr

ment, Mr. George W. Selinger for Skelly 01l Company. We are &

PHCNE 32%.1182

somher of the New Mexlco 0il & Gas Association, having been fore-

FARVINGTON, N. M.

warned by Mr. Bratton that there are ten people and five lawyers

, Inc.

on that committee that agree, We would like, 1f the Commisslon
Wwill permlb, to be a fpiend to them. We would 1ike to enter our
appearance as a friend to the Commission, as we are interested in
this. There are twenty-five other states naving pooling pro-

visions and plagued Wwith some of ‘these qﬁes‘cions. My associate

and 1 have made a study of this and we are vitally interested.
We would 1like to have the opportunity of being your friende.

MR. PORTER: The Commission can use some friends. Do

we have any other appearances?

MR, BUELL: For Pan American Petroleum Company, Guy

Buell. Fan American 1is not directly interested in this, but we

are intensely interested in the Commission's policles and pro-

DEARNLEY-MEIER REPORTING SERVICE

ALBUQUERQUE, N. M.

cedures relating to the forced pooling statute that may be adopted

as a result of these four cases. We would 1like to enter our ap-

PHONE 24£3-6691

pearance, also, we hope, as a friend of the Commission.

~

3 : MR. PORTER: Does anyone else want to make an appearance

MR. MORRIS: Richard Morris, appearing for the Commis-

- sion staff.

~ A

- | | | >
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MR. VERITY: George L. Verity, appearing on behalfl of

Southwest Productlion Company, the Applicant.

MR. WHITWORTH: Garrett Whitworth, appearing on behalf

of El1 Paso Natural Gas.

M,

MR, PORTER: The Commission will allow until March 15,

Mr. Bratton, for the New Mexico 0il & Gas Association, the regu-

FARMINGYON, M,
PHONE 325%.7182

latory and practice committee, lawyers or any other interested
parties to file on theée issues.

MR, VERITY: I would like to call Mr. Jones to the
witness stand. Your Honor, this case has much in common with the
four cases to follow. Each of the cases involve a separate pool-
ing applicant, a separate tract of land, but there is evidence -
that will be particular to each of the four cases, but there is a
bulk of evidence, probably half, that will be common to all four
cases, and for this reason, in order to obviate the necessity of
repeating this four times, I would 1like to move that we be per-
mitted to make that testimony only one time and have 1t apply to
all four cases, at% that Juncture, reserving the closing of each

of the four cases until that is taken up.

DEARNLEY-MEIER REPORTING SERVICE, Inc.

ALBUQUERGUE, N. M.

MR. PORTER: Mr. Verity, the Commission will consolidate

the cases. You may proceed in that case.

PHONE 243.6691

MR. MORRIS: Excuse me, Mr. Commissioner. Are the cases

to be consolidated or to be consolidated for the purpose of hear-

ing?

e MR. PORTER: They wlll be consolidated only for the pur-

R N
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pose of hearing.

(Witness sworn.)

JACK D. JONES,

called as a witness herein, having been first duly sworn on oath,
was examined and testified as follows:

DIRECT EXAMINATION

FARMINGTON, N, M
PHONE 325-1182

BY MR. VERITY:

. Q  Would you state your name and your occupation?
A My name is Jack D. Jones and I am an independent land
&. - man.
- Q Mr. Jones; how long have you been employed doing land

work in the oil and gas industry?

A For -- 1in excess of twelve years.
- Q How long have you been in the San Juan County area?
- A Approximately two years.

Q Are you familiar with the land situation and the.prob-
lems in the industry with regard to risk and leasing developments
of property?

A Yes, s8ir.

DEARNLEY-MEIER REPORTING SERVICE, Inc.

i iz .
;; Q Have you so testified before this Commmssion before?
- gg A Yes, sir.
2z _
; ) Q Mr. Jones, with regard to Case No. 2415, wherein South- i
west Production Company has made an application for a force pool- ;
- ing order on the East half of Sectipnjlu; Township 30 North, Range
; 12 West; will ybu please teil us what the lease and land situation
: A
; - | EEEE;:
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ey

on that tract of land is, with regard to the Basin-Dakota Gas

Pool.

A Southwest Production has under lease or operating agreeyt
ment the entire 320 acres with the exception of those interests

covered by the parties stated in the application.

Q Do you have the names of these particular parties you

FARMINCTON, N, ™M
PHONE 325.1182

refer to?

A Yes, they would be Abas Hassan, who ig8 deceased, so it
would be his helrs and the heirs of D, M. Longstreet and also
Robert E.; Alice L. and Samuel G. Goodwin.

Q Will you please tell us what effort, if any, you have
made to locate and contact the heirs of Abas Hassan?

A I have contacted the Arizona State Hogspital and obtaine%
from them the information that Mr. Hassan is deceased. They gave
me the 1ist of his known relatives that they had. I have made
an attempt to contact those parties, two of whom live, or did
live, in the United States. I have received no answer and;there
are several other parties who reside in Syria. I have had no re-

turn from my letcers to Syria.

DEARNLEY-MEIER REPORTING SERVICE, Inc.

¥ -
i :
. g o Q Have you made an effort to contact the D. M. Longstreet
g~
- 34 heirs?
3d
A I have contacted the widow of D. M, Longstreet and have

obtalned from her, as far as she knows, the names of people who

would be Iinterested in that estate, and I have made an attempt to

-~ contact the parties. I have not been able to contact all of themj
-~ . g
. ) 7

T . A -
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FARMINGTON_ N, M,
PHONE 32%.11R2

Y-MEIER REPORTING SERVICE, Inc.

DEARNLE

ALBUQUERQUE, N, M,
PHONE 243.6691

[‘ but the ones I ﬁ;ve contactedhggzé indicatéaﬁghat~zhey would be
willing to give me the material 1 need or to izase, if the other

parties would do the Same, which sort or puts me in an impossivle

position. I can'g get the first one to take the Step; they are
waiting for somebody else,
Q With regard to Robert E. Goodwin and Alice L. Goodwin

and Samuel @G. Goodwin, what is the situation?

A I have been unable to obtain any information on their
interest. Theipr interest, ir any, arises merely from one docu-
nent, an order from a case, g guardianship case, whicii indicates
that they may or may not have claimed some interest in some of
the lands in the Fast half of Section 14, the case in which this
order was issued, T should say that the case file has dig-

appeared from %he court records, and consequently we are unable

to determine what the reference meant and how any interest may

have arisen, and I have been unable to obtain any information as

to their whereabouts,

Q Is it Southwest Production Company's position that they

own no interest?
A We do not believe that they have any interest because
this is the only reference to them. They do not appear in the

chain of titie, merely this one reference in an order that they

may or may not have an interest.

Q Do you feel that their interest should be force-pooled

if they should have one?




PAGE Q
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A Ves, I do.,

Q Are there other parties that you lnow of which have an
unleased interest in the East half of Section 14 of the Basin-
Dakota Gas Pool?

A No.

Q Do you think, Mr. Jones, that you have made a reasonablé

FARMINGTON, N, M,
PRONE 232%.1:02

effort to form a unlt for the production of the Basin-Dakota Gas
from the East half of Section 14, 30, 12, and reasonably endeavored
to place all parties in that unit?

A Yes, sir.

Q Do you know whether or not Southwest Production has herd
tofore drilled and completed a well in the Basin-Dakota Gas Pool,
lying in the section referred to?

- A Yes, sir, they have.

Q Do you know the approximate cost of drilling and com-
pleting this well?

A That would be -- well, at the present time, the accumu-

lated costs are $80,309.02. We believe that the total cost will

be somewhere in the neighborhood of $82,000.

DEARNLEY-ME!/ER REPORTING SERVICE, Inc.

ALBUQUERQUE, N, M,

Q In the near future, will all the costs be in, in regard

to this well?

PHONE 243.6621

SA I believe it will,

Tt Q Turning now, Mr. Jones, to the application of Southwest

Production Company for force pooling, Case No. 2416, involving

[ ' the Flora Vista-Mesaverde Gas Pool, underlying the East half of




PAGE 10

FARMINGTON, N, ™M,
PHONE 325.1182

PORTING SERVICE, Inc.

-~
!

DEARNLEY-MEIER RE

ALBUJUERQUE, N, M,
PHONE 243.6691

Section 22, Township 30 North, Range 12 VWest, and at the same time
directing your attention to Application No. 2446, Southwest Pro-
duction Company's application for force pooling interest in the
Basin-Dakota Gas Pool underlying the same, the East half of Sec-
tionm 22, Townshlp 30 North, Range 12 West, are you fémiliar with
the land lease situation underlying this haif of the section,
with regard to the two separate pools?

A Yes, sir,

Q Will you please tell us what 1t 1is?

We have under lease or operating agreement all lands in

>

the area with the exception of those held by 0. G. Sheiby, which
is .36 acres, that held by Myron H. Dale is 6% acres and the lands
off Julian Coffey about which there is considerable disputc 35 %o
the number of acres.

Q Did you mentlion: :George T. Dale?

A *No, I did not. We have a lease from George T. Dale but
the atto:ney who examined the title indicated that in hie Opinibn
the title to those lands were in Marion H. Dale and Verlene Dale,
husband and wife. This is the situation that we have: We have
obtained a lease from George T. Dale, and it appears that he is
the owner of the land and the minerals. He obtained Ehem by ex-
ercising a power of attorney given him by his brother, Marion,
to purchase or deed the lands owned by his brother to himself.

Q Do you have the name of the wife of 0. G. Shelby?

A Leona.

s 1 s e LA TR et

A TN e . = e m i RIS b T
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FARMINGYOH, N, M,
PMONE 325.1182

DEARNLEY-MEIER REPORTING SERVICE, Inc.

ALBUQUERQUE, N. M.
PHONE 243.6691

Q And the wife of Marion H. Dale, did you say was Verlene?

A Verlene, yes,

Q Do you know whether or not Julian Coffey was married at
the time of the last inquilry?

A I do not believe that he is married.

Q Does the same situation pertain with regard to the forma-
tion of a unit underlying this particular half section of land,
both with r egard to the Flora Vista-Mesaverde Pool and the Basin-

Dakota Pool?
A Yes, sir.
Q Do you think that you have made a reasonable effort to

form'a unit for production from this half section from each of

1% would include 211 parties owning an interest

cr
2
C
<
F

these poois, b
therein?

A Yes, sir.

Q Tell us if you will, please, whether or not Southwest
Production Company has drilled and completed a well in the Flora
Vista-Mesaverde production under the East half of 22; 30, 122

A Yes; sir, they have.

Q Lo you know what the cost of drilling and completing thag
well is?

A $40,cc0.

Q Tell us, if you will,’please, whether or not Southwest

Production Company has completed a well on that half section into

the Basin-Dakota Gas Pool?
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A Yes, sir, they have.

Q What was the cost of drilling and completing that well?

A We have, at the present time, collected charges of

$73,909.32. Ve believe that the total cost will run somewhere in

the neighborhood of $75,000.

Q Directing your attention now, Mr. Jones, to Southwest

FARM(NGTON, N, ™
PRONE 323.1182

Production Company's force pooling Appiication No. 2453, request-

ing that the Basin-Dakota underlying the East half of Section 7,

)

Township 30 North, Range 11 West, be force pooled, are you familiay
with the leasing situation wlth regard to the Basin-Dakota under-
lying that half section?

A Yes, sir.

Q Well, sir, what is it?

A Southwest Production Company has under lease or operat-
ing agreement all the lands thereln, except possibly twenty acres,
supposedly belonging to Harold M. and Maleta Y. Brimhall, in the
South hall of the Southwest of the Southwest quarter,

Q Have you made an effort to contact these people and

lease their interest?

DEARNLEY-MEIER REPORTING SERVICE, Inc.

ALBUQUERQUE, N, M.

A Several efforts.

PHONE 243.6691

Q Have you found that it has been impossible to do so on
any grounds, to either lease from them or to get them in a drill-
ing and operation unit?

A Yes, sir.

- Q - Can you tell us whether or not the situation with re-

I ®




FARMINGTON, ‘N, a
PHONE 325.1182

N, M,
6631

i

ALBUQUERGUE
PHONE 243

F R e e

or simple?
A It 1s rathep complicated,

Q As far as you know, these are the only interests,

A Yes, sir, we have,

Q Do you know the total cost of drilling and completing

this well®?

A They have bresentliy accumulated costs orf $73,725.47 and

hood or $75;OOO. While T an on this; I can'g Pemember -- 1 think
I have made the estimate for the welj on the East half or 14; Ir
I didn'¢ say sb, the accumulateq COSt on 1t was $80,309.02, and

We believe 1t wiil run about $82;000. I can't remember Whether T

looked at that or Some other figure,
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FARMINGTON, N, ™M,
PHONE 32%.1182

DEARNLEY-MEIER REPORTING SERVICE, Inc.

ALBUQUERQUE, N. M,
PHONE 243.6691

would apply to all four of the applications of Southwest Productioi
Company which are here before. this Comimission at this time, are yoy
familiar, as a land man and person who has been dealing with the
01l and gas business of this nature for a considerable periocd of
time, with the cost of supervision of the:production of wells?

A Yes, sir.

Q Since the Examiner Hearing in these four cases, have you
made further investiligations as to what the proper cost of super-
vision is in these areas?

A Yes; sir. I have had an opportunity to talk o several
other companies, to go over some of the operating agreements of
Southwest and to recheck several of the operating agreements which
I, myself; had prepared.

Q Donyou have an oplinion as to what is a reasonable cost
of supervision of the Dakota gas wells and the Flora Vista-Mesa~
verde gas wells in this area?

A I believe the actual cost of supervision of the wells
appears;from the information I have been ahle to obtain, is runnin$
somewhere between twenty~five and thirty-five percent. The Com-
mission has allowed ten percent, which I think is rock bottom
minimum that could be allowed; but I believe the actual costs are
going %o be in excess of the amount allowed by fhe Commission.

Q Have you made any particular investigations with regard

to whether or not fisk Wwas involved in the drilling of the four

~wells that are on each of the units covered by the four applica-

.

®
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DEARNLEY-MEIER REPORTING SERVICE, Inc.

ALBUQUERQUE, N. M,

FARMINGTON, N, M,

PHONE 325.1182

PHONE 243.6691
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tions here before the Commission?

A I personally believe that 1t is a statement without --
Just not capable of being contradlcted. Any time you drill a well,
there is a risk factor involved. You could break it down, I sup-
pose, into at least three parts. First, being when you commence
the well, you msy not reach the formation or members of the forma-
tion which you are aiming for, because 1t may not be present.
Second, that you may lose the well during the drilling of said
well because of some unforseen sub-surface condition or becauvse
of mechanical difficulty encountered in drilling of the well; and
third, even after you have drilled and completed the well, the risk
still exists that you may not have a commercially productive well,
cr if it appears that you do, at the time of completion, that saigd
well may not prove to be commercially productive in that you Just
might lose your productilon prior to the time that said well has
paid out and prior to the time that you have made any profit from
it.

Q Mr. Jones, do the best of engineers occasionally make
mistakes with regard to what their thinking on the payout on a
formation will be?

Af © In my experience in dealiing with engineers in: the ten
years I was with Skelly 0il Company, we encountered several errors

in which they had made rather drastic mistakes In determining the

reseyve under a prospect.

Q Now, I believe you broke:down the nature of the risks

S
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encountered in drilling wells into three provisions as the possi-
bility of not encountering production, the possibility of mechanical
failure, and the possibility, after the well is completed, it still
will not produce in accord with expectations. With regard to

these categories of risk, is the risk known with regard to those

four wells as to any of the three categories?

FARMINGTON, N, M
PHONE 325.1182

A Yes, I believe the industry generally assumes that all

three elements will be present in any well that is drilled. That
is; at least in my negotiations and preparations of operating
agreements, I also threw in wh&t I call non-consent weli provisions
which provide that any party that did not jbin you in the drilling
of the well would have to pay a penalty, that penalty being to
safeguard the parties that practice drilling these wells and as-
sumed these risks and instances where I have negotiated and pre-
pared these; my experience has been that these were at no time less
than 200 percent penalty and in some instances was in the nature of]

300 percent.

Q Mr. Jones, did you have the particular duty of negotiat-

ing and working out operating agreements for major oil companies?

DEARNLEY-MEIER REPORTING SERVICE, Inc.

! 5 s
) - ;g A For seven years that was my main portion of my job with
— gg Shell, to negotiate and prepare such operating agreements.
< Q Are those non-consenting clauses recognized by the in-
dustry as a risk factor in drilling and completing a well?
j A I belleve so.
f.; Q Are you familiar with any operating agreements provided
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K for operating of prove1011 rields in gan Juah County?

n  Yes, I nave had the occasion to check poth gne Carson
and Shell—Carson unlt, wnicn 18 in the gallegos Canyon operation.

The gnell's ¢arson unit provides ghe risk factor of 200 percent.

(Rl

LR}

The Gallegos Canyon provides for a risk factor of 150 peroent.

Q Does the Gallegos canyon also cover the pakota Gas Pool?

f - = A Yes, B1r.
f =
i N E& q Are you familiar with wnetner or robt parties who OWn
=~
& jnterests in the Gallegos Canyon univ on occaslion decline to Join .
’ : = :
' n in the well and participate as non—consenting parties?
5 &)
}, - 55 A . Yes, sir. k
B =~
f -
4 .
| o
‘ 'l m
e B =
“ony

ARMINGTON, M- “,
PHONE 32

nc

Q Do you Know whether OTF not, prior go the acquisitlons of
these particular four interests gthat appear here pefore the Com-
mission, an'operating agreement was negotiated with regard to

tenants jn common holding interest gherelin wnich aid make provi-

% ‘ Eé gions for a non-consenting well?

T " zé A As for the Eastc half of Section 22 and 14, as 2 matter
E% of fact, all the 1and so—called, by the Northwest production deal

| %g i< ghat was previously on the operating agreement between Northwest

| Q o and Montana, that agreement calls for 150 percent penalty on thes

jands.

A\.auouenouz|
PHONE 243

Q is this agreement still in force petween yvarious owners
of theseé panticular rights?
A 1t is the pasic agreement under which the"property is

peing operated.
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Q Do you know whether or not it was a full-arm~-length be-
tween Northwest Production Company and Montana and Southwest and
Tidewater are now living under 1it?

A Yes, sir,

Q Mr. Jones, do ycu have an opinion as to whether or not

Southwest Production Company has I1ncurred a risk in drilling these

FARMINGTON, N. ™M,
PHONE 325.11R2

four wells?

A Yes, sir, I believe, as 1 stated, that any time you

drill a well, you incur a risk which, as I say, I believe could

be broken down in three component parts, 1 believe you assume
each and every one of the elements of the component parts of risk,
each and every time you drill a well.

Q With regard to the third portion of the risk that you
outlined, is this still an unknown factor?

A Especially as far as the Dakota formation is concerned,
because there is ncot just enough information about the Dakota. I
have talked to several engineers who insist and have insisted for

over a year that the Dakoéa will never pay out, that the people

who drilled these Dakota wells are going to lose their shirts.

AAAAA

DEARNLEY-MEIER REPORTING SERVICE, Inc.

ALBUOUERQUE, N. M.

Q Mr. Jones, what are some of the things that are unfor-

seen that cause production of z formation not to produce what

PHONE 243.-6691

they are expected at the moment of completion?
A I don't know anything about the technical end of that.,

but 1 have Seen wells that have been drilled and come in with tre-

E' - - { mendous potential that in a matter of just a week wind up with




FARMINGTON, N, ™
PHONE J32%.1'R2

DEARNLEY-MEIER REPORTING SERVICE, Inc.

ALBUQUERQUE, N. M,
PHONE 243.6691
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_Whothinétv A good exampléﬂéf“ghatﬂkouiﬁ be Gdif's Cold Bed Canyon
unit in Utah, where they drilled the initial well and brought it
in for, I believe, about 13% million. Within three weeks that

well would no longer give a satisfactory test and they drilled twWg

subsequent wells, both of which were dry.

Q Have large pools such as the West Edmond unit in Okla-

homa proven disappointing and far below the expectations?

A I believe the West Edmond pool was very disappointing.
In the unitization of the unit, which provided for a recycle for
a secondary recovery in the Edmond, whereby they were to recycle
the gas to stimulate the recovéry of o0il and based upon engineers'
recommendations, they felt that 1t would be economically profit-
able to do so. The area was consequently unitized and secondary
recovery project started and I believe I have read that the re-
covery was somewhere in the neighborhocd of 60 or 70 percent of
what the engineers expected. By that, it is generally my exper-
ience that engineers tend to be rather conservative 1n their estiﬁ

mates. Since they didn't obtain what they figured it was, it must

have been gqulite a faillure.

Q Do you have an opinion as to the risk involved in the
drilling of each of these four we}ls?

A Well, I think it is pretty obvious, from what I pre-
viously said, from my negotiatlions that I figure you have a risk

figure of at least 100 percent, even on development, which is

_what this non-consenting factor applies to, the development of
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{ wells. It 18 wy opinion that your risk factor runs considerably

in excess of what the statute 18 allowling to recover in this statey

Q The statute places a maximum of 150 percent, which you

have said is a minimum which you have known in operating?

TR

A I have never 8een one less,

Q Do you know how much risk factor Southwest Production

FARMINGTON, N, M,
PHONE 32%.%

has requested in these four cases?

A I believe thelr application stated 25 percent.

Q Mr. Jones, do you know whether or not Southwest Produé—
tion Company would be willing, in spite of the fact that it‘has
requested that 1t be allowed a risk factor, do you know whether or
not, within a reasonable period of time; it would be willing to
accept only 100 percent cash of the non-consenting parties for
their share of the risk in drilling and completing these wells?

A I have discussed that with Southwest. They have indi-
cated that they.would be willing to have any one»of these parties
who are being force pooled to come in and pay their cash share
of the well. Of course, I belleve that those parties, by so doing)

are assuming any of the risk that would still exist. By paying

DEARNLEY-MEIER REPORTING SERVICE, Inc.

thelr share, they are assuming that continuing risk, that the well

will not pay out or something will happen to the well.

ALBUOUERQUE, N, M.
PHONE 243 6691

Q Do you have an opinioen as to whether or not an order of
this Commission to force pool non-consenting interests, an order

allowing a ten percent supervision of cost of production and a

- completion of fifteen percent for supervision during the payout
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M‘period and"twenty~five perccnt“fisk'factor would be a hafsh

remedy (o allow all the parties to protect their correlative
rights?
A I certainly do not belleve 1t would be harsh as far as

the parties being force pooled is concerned. As a matbter of fact),

FARMINGTON, N, ™,
PHONE 325.1:102

I believe that force pooling is an insufficient remedy as far as
the operator is concerned, Thesg are my own impressions. The
only objective feature I can see to force pooling to the parties
being force pooled is that he will not obt%tain the bonus that 1is
pald, and secondly, the normal oil and gas lease contract that
provides that that party can have free use of gas for hls home,
being a contractial:'! okligation which does not exist between the
operator and that party, I do not believe he would have the right
to free gas. He would be able to, I believe it would have to Dbe
metered and charged against his share. Those are the only two
disadvantages I can see and the possibility exists that he may

obtain considerably more over a perlod of the 1life of the well

than he 1s losing.

Q Of course, with a lease you would take all of his in-

DEARNLEY-MEIER REPORTING SERVICE, Inc.

terest to depletion, would you not?

A Yes, sir,

ALBUQUERQUE, N, M
PHONE 243.660)

Q And normally the lease would take all the interest in
all formations, whereas the force pooling only asks that they pay

appropriate shares of the well, is that right?

- A That is right.
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[" Q WOuld it, in your opinioh, to force pﬂbol t;;igse 1n'teres‘cs

protect the correlative rights and prevent unnecessary warte?
A Yes, sir, it would.
MR. VERITY: That is all we have.

CROSS EXAMINATION

BY MR. MORRIS:

FARMINGTON, N, M
PHONE 325.1112

Q Mr. Jones, referring to Case No. 2415, I believe you
stated thét you had made a reasonable effort to contact all of the
non-consenting interests that may stibil exist, that exist in this
>East half of Sectlon 14¢

A Yes, sir.

Q And that you malled regilstered letters to the heirs of

Abas Hassan but they were returned to you?

A No, they have not been returned.

Q Do you have the names of the helirs to whom you state
that they were registered and in fact, t;he& Wwere not registered?
Do yow have the names of the heirs of Abas Hassan to whom you

mailed the letters?

A The information obtained from the Arizona State Hospital

DEARNLEY-MEIER REPORTING SERVICE, Inc.

ALBUQUERQUE, N, M,

indicates that his relatives were Sol Hassan.

Q Do you have his address?

PHONE 243.6691

» A 1113 West Madison Street, Phoenix, Arizona. My letter

has been returned stamped "Unclaimed.” He has another brother,

Milrelm Hassan of Athren, Syria.

- . Q Is that the only address you have for him?
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[ A Mii;gﬁ{ﬁéssag;_Athﬁén,‘S§;I;j%m5£é;é wer;wgbo Hgif~ ]
brothers in Athren, Mamoot and Hatad, both of Athren, Syria, and
a half-brother Al Hassan of Portland, Oregon. We have attempted

T~ “y

to obtain information from the County Clerk there as 4o his where-

abouts. I have been unsuccessful in obtaining any information.

Q Mr, Jones, the first two names were brothers and the

FARMINGTON, N, W™,
PHONE 32%.1'R2

next two were half brothers?

A The last three were half brothers.

Q Now, what interest, if any, does Southwest Production
Company allege that these heirs of Abas Hassan own?

A They would have an undivided one-gugrter interest in
thirty acres and if I testified in the previous instance that that
was twenty-eight, I am 1in error.

Q Then, an undivided one-fourth interest in thirty acres?
Do ycu ﬁave a legal description of the thirty acres?

A Ttwould be, in essence, the West 30 acres of the South-
east Southeast.

Q Who owns the other remaining three~fourths undivided of

this thirty acres?

DEARNLEY-MEIER REPORTING SERVICE, Inc.

A F. J. Welk cwns an undivided one-quarter, two acres.

ALBUQUERQUE, N, M
PHONE 243.6641

W. H. Pepin owns an undivided one-half interest in the other 28
acres, The other half interest is owned by Samuel T. Collins.
Yo Q ‘Referring now to the interest that is owned by the heirs

of D. M. Longstreet, could you give e the names of those heirs,

- ' please?

I N . R -1 . e
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A Theré—would ve fifteen ofwfhem_ There wdald be the widow,

whose name 18 now Nancy ianb, Mrs. Rese Propst.

Q Mr., Jones, rather than going through all fifteen names,

would Southwest Production Company be willing to furnish the
Commission with a list of the heirs and thelr addresses, as far

as you were able to ontaln them?

FARMINGTYON, N, ™M,
PHONE 325.11R2

MR, VERITY: May I interject at this time, we do not
know that these people are heirs. They are individuals that
someone has advised us that their thinking is:thétctheycare heirs.,

Q (by Mr. Morris) Is it Southwest Production Company's
position that the fiffteen persons whose names you will supply us

are interest owners in the Iland in question?

MR. VERITY: May I answer the question? We do not know;
there is no way of knowing until and unless there 1s some Juris-
dictional determinatlion. We have neo wayv of knowing; there has
been no jurisdictional determination. It 1s impossible for us to
make the determination of it. We have endeavored to contact them
because someone has suggested to us that they are the heirs; but

this suggestion does not make 1% fact. It 1s not something that

DEARNLEY-MEIER REPORTING SERVICE, Inc.

we can rely upon to represent to the Commission.

Q (by Mr. Morris) Mr. Jones, what interest, if any, do

ALBUQUERQUE, N, M
PHONE 243.663)

the heirs of D. M. Longstreet own in the subject acres?
A The situation that exists is this: When Mr. Longstreet

died, he was survived by the widow and several children. Mrs.

- Longstreet, without bothering to have the estate probated, sold
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[ the land to another party and 1t has now passed through several

hands to the parties from whom we have the present lease. Now, I

imagine the interest would be determined by the New Mexico statute.

She would probably have had half to start with, as community pro-

TR2

perty. 1 am not sure what the statute is on that. 1 would

FARMINGTON, N, ™,
PHONE 325.%

imagine she would have received half as widow and the remaining
half would have gone to the children, so that her half, I would
aséume, would have been legally valld as passed by her desd. Ve
would be talkling abtocut whatever interest of the children would

be. Now, as to that interest, which I believe would be the one

concerning the minerals, the half interest in the minerals have
been severed during the change and quiet title acts have been mainH
tained by the owner of the surface and haif of the minerals, so
that that interest that we would be concerned with would be the

proportionate share of one-~half of the minerals,

Q Can you state to the Commissien exactly what interest
i1s owned by non-consenting owners in this unit¢, outside of Hassan?
A No, sir, I cannot.

Q Mr. Jones, if the Commission were to grant your force

DEARNLEY-MEIER REPORTING SERVICE, Inc.

ALBUQUERQUE, N, M.

‘pooling request, how much of the production frqm the well would

PHONE 243.6691

Southwest contribute to the Longstreet interest?
A Well, to state that, I would have %o check -- {indicat-
ing) T am sorry to confess that I haven't got that. I believe it

would probably be the children ~- am I correct that the children

~ _ would receive a half interest?

W edg
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Q What [ am asking 1s this: Can you state to the Commis-
sion at thils time exactly how much of the production would be at-
tributed to the l.ongstreet interest?
MR, VEﬁITY: Could 1 answer the question?

MR, MORRIS: Yes.

MR. VERITY: This is, of course, the problem that 1s
represented, as you pointed out. It is the position of Southwest
Production Company that it is not the prerogative of .theCommission

%o determine what proportion of production a particular person in
a2 unit is enfitled to, We do not think that the Commission has
the authority or the right to make such a determination. This 1s
'a question of title and reserved by the statute in the Constitu-
tion for the District Court, We think this Commission does have
the authority, under the recently amended statute, to force pool
all of the intefests in a unlt and we believe that we are going
amiss and that we raise many problems if we endeavor %o here.
determine the exact acreage that any particular persons own. We
do not think the Commission is authorized to make this decision,
We think it is going to bring up much trouble if the Commission
endeavors to do so. We think the particular point in this case,
Longstreet has a situation because we have no way of finding out
or ascertaining who the true heirs are. We have our opinion as
to what the bulk of them own. We do not think the Commission

can determine it and we do not ask the Commission to do so. In-

deed, we do feel we have a right to have all these interests force
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pooled.

BN

MR. MORRIS: In prebuttal to Mr. Verity's remarks, which
pear upon the relevancy of the questions that I have been asking
to Myr. Jones, 1 would 1like to'call the Commission's attention to
some of the wording in the compulsory ruling statute of which a
copy 1ls before each of the commissioners. I would first refer to
the second paragraph of the first page, the sixth line, where it
reads, "Each order shall describe the 1and, including the unit
designated thereby." Also further down, at the last sentence on
the rirst page and continuing to the second page, 'such pooling
crders of the Commigsion shall make definite provisions to any

owner Or owners who elect not to pay the proportionate share in

advance." Now, it woulid be my position, and I think a reasonable
one, that interpreting these phrases of the law that T have Jjust
read, that the Commission 18 under a positive duty to make a pro-

vision in 1%s order wifth respect to each non-consenting interest

that is being pooled as a result of your order; and in order to
acconmnlish this, 1t 1is necessary for the Commission in 1ts hearing
to inquire into the nature and extent of each non-consenting in-

terest who owns 1%, and what erforts have been made to locate that

| particular interest owner, to seccure his voluntary agreement of
the pooling and that the Commissioh's order that is entered should
specify., a, b, ¢, OF d as the owner of certain interests which

have not consenteé to the pocling and are therefore being force

pooled by virtue of the order.
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F I therefore submit that my questlons of Mr, Jones are,

with respect to who owns what acreage in a given unlilt, are abso-

lutely necessary at this time.

A I would like to state, in regard to the Longstreet heird,

2
<

I personally feel it is debatable that they have interest in as

much as: quiet title suilts had been handed out and quieted them out

PARMINGTON, N, ™,
PHONE 32%.1:18

as to the undivided half interest. If they had no rights in the
undivided half interest to which they were quieted out, I think
it is obvious that an interest in the other half has already been
determined and there is a decree which finds that they have no
interest, a court decree, However; the fact remains that only
half of the mineral interst was confirmed in that court case.
However; the same factual situation exists as to the other half.
The court has’ found, as to the half,thdtthe Longstreet helrs had
no right or title or interest. I personally question the right

to the other half iInterest.
Q (by Mr. Morris) On behalf of Southwest Production Com-

pany, you allege to the Commission that the Longstreet heirs have

no outstanding interest within the land in question, is that your

DE4RNLEY-MEIER REPORTING SERVICE. Inc.

opinion?

A That is my oplnion. That 1s the basis uprn which the

ALBUQUERQUE, N. M
PHONE 243.66%1

ones I have been able to contact and have talked to, I have con-
tacted them on the basis of gilving quitclailm deeds to protect and

honor what Grandma did lo these many years ago wheﬁ>she.sold the

. property without the benefit of a court order or probate.
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Q So, in other words, Mr. Jones, you are asking the Com- ‘
mission to force pool these interests, but you do not really know

whether these interests exlst or not; they may have been quieted

out?

A That is my position. I belleve Southwest is entitled

to that protection, that 1f these interests should prove to be

FARMINGYON, N, M
PHQNE 325.11822

valid, and I have not been able to clear them out, I believe

Southwest is entitled to the protectlion of the force pooling stat-

ute so that the cost attributable to those interests may be re-

covered.
Q Then, with respect to the total interest, are all the

mineral interests that are outstanding within the land in ques-

tion in Case 2415, you have not been able to locate any of those

e interests?
" A Yes; I have been able to locate some of them,
‘: Q Some of the non-consentors?
‘ A Some of those who might be. In other words, I haven't

been able to locate some Longstreet heirs, but I have not been

able to locate any of the Hassan heilrs, and in my opinion there

DEARNLEY-MEIER REPORTING SERVICE, Inc.

ALBUQUEROUE, N, M
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is no question as to the validity of interest held by Hassan.

Q With respect to the Longstreet heirs that you have been

able to contact, what offers have you made to those heirs to
secure their quitclaim deed or voluntary consent in this?

A I have described what happened to them and requested

them to quitclaim any interest theyvmay have to the present owners

e
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and the ones 1 have been able to conféct so far have said £hey

e will do so if the others would do so., I have not been able to
contact one; at the time, he was in jail, He has since disap-

peared. I don't have any idea where he is now, I just haven't

)

H

veen able to run them all down or get in touch with them,

Q Mr. Jones, did you offer any consideration for a quit-

FARMINGYON, N. M,

PHONE 32F.

claim deed?

A No, sir, on the simple basis that I do not feel that
Grandma sold a valid consideration as such, at the time she pur-
ported to deed the entire interest,

Q So you have proceeded upon the theory that Longstrect
heirs own no interest in the property in question?

A I believe the object’ons that have been raised concern-
ing these are entirely technical ones,

Q Mr. Jones, you testified that a well had been drilled
in the East half of‘Section 14 and I believe you testified that

it was the Pearl Welks No, 17

' A Yes, sir.
* Q Would you state where that well is located?
- A I don't have the exa¢t location, but it would be in

DEARNLEY-MEIER REPORTING SERVICE, Inc.

the Northeast Northeast of Section 14,

ALBUQUERQUE, N, M
PHONE 243.669%)

Q Would you state to the Commission %he date that drill-
ing of this well was commenced?
- . A I do not have that, but it was prior to the time that

we requested the force pooling.
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MR. MORRIS: I will ask the Commission to take .admln:!.s:j

trative notice of its well file of the Pearl Welks No. 1.
MR, VERITY: We will stipulate as to whatever 1t Says.
MR. PORTER: The Commisgion will take administrative
notice,

Q (by Mr. Morris) Mr. Jones, I refer you to the form

FARMINGTON, N, ™
PHONE 325.1162

C-105 of the Pearl Welks No. 1 which says the drilling commenced
June 7, 1961; does that sound reasonable?

A Yes.

Q And the drilling was completed on June 20, 19619

A Yes, that sounds about right.

Q I further refer to the contents of this file to form
C-128, the acreage and dedication plat on file with the Commissior}.
I hand you an instrument that I have Jjust referred to as the
acreage dedication plat on this well and ask you to state the
date and by whom this instrument was filed?

A The instrument was filed by Carl W. Smith on June 2,
1961,

Q What was Mr. Smith's position?

A He 1s production superintendent.

DEARNLEY-MEIER REPORTING SERVICE, Inc.

ALBUOUEROUE, N, M
PHONE 243 6691

Q So, this was filed on June 2nd and the well record,
well file, shows the well commenced five days later; on June T7Tth?
A June Tth.

Q Now, would you refer to that acreage dedication plat ang

read to the Commission the question No. 1 that was asked in the
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contents of that form?

A w1g the- operaltor the only owner irit the dedlcated acreage

outlined on the plat pelow."' The answer 18 "yes.,"

Q vhat acreage was outlined on the plat?
A The entire Fast 320 acres.

Q Could you expiain the obvious discrepancy in the ans-

qer to thab question?

A At that time, Wwe were of the impression that we nad the

entire 320 acres 1eased becauseé we had and wve have yet a lease

covering the Abas Hassan interest. It has become my opinion by

aubsequent 1nvestigation that the leasé ig invalid.

Q Then you Were proceeding upon the theory that you had
the whole 320 acres, at the time you commenced drilling of the
lease?

A Yes, because the company had purchased a lease.

Q But the leasSe, with respect to the 320 acres, was in-

complete?
A Yes, 8lr.
Q Mr. Jones, do you know ghe date upon wnich gouthwest

production Company first filed 1its application for compulsory

pooling of this acreage?

A No, sir, 1% would be somewhere subsequent %O the com-

pletion of the well, though, probably in August, I should think.

MR. MORRIS: If it please the Commission, the commis-

sioners’-records will show that the applicétion for poolling was
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file&“with the Commission on September 29, 196i; I again refer td
the date that the well was completed was June 20, 1961,
Q On the date of application for pooling, September 29,
1961, had there been any production from the Pearl Welks No. 17
I do not belleve 8o,
Has there been any productlion as of this date?
I believe there has; the well has --
Do you know for a fact that there has been?

No, sir, I do not.

O » O o o »

Mr. Jones, do you know if the Pearl Welks Neo. 1 has
been tested 1n the Dakota formation?
A I am sure it has.

Q Do you know it has?

A No.
Q You do not have avallable infermation as a result of
that test?

A I could obtain that information if it is not of record,

Q Do you know that. the well has been drilled; tested, and
completed and is capable of productlon in the Dakota formation?

A Southwest has so advised me.

Q Now; Mr. Jones, let's refer to Case No. 2416 and Case
2446, Is the non-consenting ownership the same in both of those
cases?

A Yes, sir.

EYIE g

e ede g

Q With respect to interest owned by O. G. Shelby and his
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wife, whilch I belleve amounted to .36 acres
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A That is right.

Q Where 18 that .36 jocated by quarter—quarter‘sections?

A Let me get the map here (indicating). 1t should be in
the Southeast. It would be in the Northeast of the Southeast.

Q Now, you state that you made 2 reasonable effort to
lease thié particular .36 acreé?

A This 1is one of the tracts of land that was under lease)

as 1 explained, there was one lease on sald 1and but the lease
provision providhg for payment of rentals on royalty had been
stricken. Since We nad no lease %o provide or to pay royalsy,
it i1s my belief that that lease expired for failure to pay royalty
and afterwards, I prepared an agreement -- there were four leases
I prepared agreements covering these leases whicﬁ set up a method
by which the royalty could be paid and the Shelbys have not yet
signed the agreement. I have made them another offer, and they
are considering it. Mr. Shelby is out of town at the present
time, so his wife canno?® relay the offer to him until he returns.

Q Wwhat offer have you madé to them as far as the monetary
consideration 1s concerned?

A I offered to pay a flav $25.

Not $25 an acre?

What were the royaltyfprovisions?

Q

A Just a flat $25.
Q

A

Fifteen percent.
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Q Fifteen percent royalty?
A Yes,
Q Now, with respect to the interest on the 6.5 acres

owned by elther Myron H. or George T. Dale, whoever it 18 that
owns it, what 1s your position with respect to which one of these

two men own that 6.5 acres?

FARMINGTON, N. ™
PHONE 323.1182

A The examining attorney had stated that Myron H. Dale
and his wife own the acreage.

Q Have you been able to contact Myron H. Dale and his
wife? |

A Myron H. Dale lives somewhere in Alaska. Mr. George
Dale has refused to give me his address or to forward any cumula-
tive material., Now, I made an agreement with Mr. George Dale
that we would not drill on his land because he had certain plans
for the development of that. I agreed we would not drill on fthat
iand in return for which he wouid‘forward certain cumulative mater-
ial to his brother and wife for signature. As far as I know, that
has never been done, because I have never received the cumulative

material. We did not drill the well on Mr. Dale's land.

DEARNLEY-MEIER REPORTING SERVICE, Inc.
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. ;2 Q Have you made any effort to locate Mr., Dale's wife?

; §u

J - §§ A You mean Verlene? 1 assume that she is in Alaska with
b ‘
<

her husband. That may have been an old-fashioned unwarranted

assumption,

Q You were unable to make any specific offer to either

- Myron H. Dale or his wife?

; - - ' .,
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A Yes.
Q Now, with respect to interest in this land owned by
Mr. Julian Coffey, what 1s the Southwest Production Company!'s

position with respect to how much acreage Mr, Coffey owns?

A We do not know,

Q What efforts have you made {0 determine how much he
owns?

A We know from examination of the property surroundling

that that there i8 a certain tract of land in there -- by math-
ematical calculations, I arrived at the fact that that land is
less than ten acres. It was assessed on the basis of eleven
acres, and the last time I talked to him he claimed sixteen acres|
The deed to him recited that he obtained fifteen acres,

Q Is 1t the Southwest Production Company'!s position that
Mr, Coffey owns ten acres or nine and a half acres or what?

A We are willing to pay Mr. Coffey whatever the abstracts|
examlned by our attorney, will show that he has a valid claim to,
Until we have an opportunity to examine the abstracts and deter-
mine from that what he would have a valid c¢laim to, we have no
way of knowing what the acreage 18 that he has,

Q Then, you are not prepared, at this time, to state to
the Commission what Mr, Coffey's acréage amounts ﬁbé

A No, Bir.

Q Have you made an offer to Mr. Coffey to lease upon an

acreage basis?
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( A Yes, sir. last Thursday or Frilday, I offered to lease

e

Mr. Coffey's land again.

Q What was that offer?
A I offer¢d him $50 an acre and 25 percent royalty.
Q At the time you made that offer, did you enter into any

concerning how much acreage he owned?

14 (OSN3 A0 I 44

FARMINGTON, N. ™,
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A I told him at that time that we would pay him for each

and every acre which the abstracts thch he would furnish would
show. I said, if it was ten acres or sixteen acres or what, we
would pay him on that basis, but that our payment would be on the
basis of what a title examination by George Verity would show him
to own., I also made another proposition: I reduested, if he were
not interested in leasing, to s8ign the agreement which he, through
his attorney, had agreed to sign several months prior to that timeg
and 1f he were unable to do either, I requested he advise me by
Monday, that we wéuld have to proceed with force pooling.

Q Mr, anes, these offers that you have offered, the $25
and 15 percent for Mr. Shelby's and $50 and 25 percent to Mr,

Coffey, were those offers made with respect to both of the pro-

DEARNLEY-MEIER REPORTING SERVICE, Inc.
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ducing formatlons?

A Yes, air, for the lease.period.

PHONE 243.669)

Q In other words, the $50 would be inclusive, both the

- .

Dakota and the Mesaverde pools?

A Yes, 8ir. I might mentlion that Mr. Millett leased on

- those terms.
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""" JR, MORRIS: I ask é’f{é‘é}xmﬂias».féi{'"é?‘%ake administrativ
notice of the well rile of the Southwest Productlon Company Irene

Brown Well NOe 1.
MR, PORTER: which case does that tnvolve?

MR. MORRIS: The Irene Brown well No. 1 involving Case

No. 2416.

MR, PORTER: The Commigslon will take administrative

notice.

Q (by Mr. Morris) This well is in the Mesaverde, which
18 the subject of Case 2416, 18 1t not?

A Yes.

Q Will you state where that well 18 located?

A Well, the Irene Brown Well No., 1 would be located in
the Southwest of the Southeast of Section 22; 1 don't know the
footage.

Q Refsrring to the form C-105, the well record in thils

well file, whieh 1 hand to you, 18 that the document that T just

referred to?

A yes, it would appear that I am 1in error on the location
I thought 1t was jocated in the Southwest of the Southeast.

Q 1 believe the acreage dedioation plat, which I now hand
you, will show that to be correct?

A Yes.

Q Will you state from the well record what the date of th

commencement was of this well?
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A September 8, 1961,
Q What date wag 1t completed?

A September 17, 1961.

Q Would you now refer to the form C~-128, the acreage dedi-
cation plat, which I have handed to you, and I ask you to state
when this form wag flled and by whem?

A The form was filed by -~ apparently on September 5, 1961
by Carl W, Smith on behalf of Southwest Production Company.

Q Mr, Smith being the production superintendent?

A Yes,

Q Now, with respect to Question No, 1 on the acreage dedl-
cation plat which reads, "Is the operator the only owner of the
dedicated acreage in the plat below?" What answer is given to
that question?

A "Yes . "

Q What acreage was outlined on the plat?

A The entire east 320 acres.

Q WOuld you explain the apparent discrepancy?

A I have only one explanation. I have cautioned them
against doing this, and my advisement went unheeded,

Q Mr. Jones, are you familiar with the practices c¢f the
011 Conservation Commission in the Az$ec office?

VA In respect to what?

Q In respect to the C-105 and C-128 forms.

A No, sir.

BT N




Q Have you ever heard of the practice belng followed by

the Commission in the Aztec offlce of what thelir position 1is when

the acreage dedication plat shows an answer as 'no" to that ques-

tion No. 1%

A No, sir, no, I have never concerned myself with the

filing of these. This 1is part of the drilling function; I have

FARMINGTON, N, ™
PHONE 325.131872

been retained by Southwest gimply to handle the land matters,

Q Can you state to the Commissilon what inquiries Mr. Smith
makes before he signs this form as to ownership of‘the acreage?

A He has made no inguirlies of me, He merely ascertains
the title satisfactorily to the parcel of land on which he wishes
to drill,

Q He apparently did not make such an inquiry in this case,
daid heé

No.

A
Q Would 1t be a reasonable assumpitlon that he was neglect-

Y-MEIER REPORTING SERVICE, Inc.
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A No, I wouldn't say 8o because v nal o wmap furnished

him which purports to show that Southwest acquired zl1ll1 this acre-

DEARNLI
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age except for the Millett and Coffey interest, and at that time,

PHONE 243.6631

they had agreed to elther lease or enter into an operating agree-
; - ment with us,.
! Q Mr. Jones, with respect to the Irene Brown Well No. 1,

do you know whether that well has been tested and found capable

of production in the Flora Vista-Mesaverde pool?
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A I have been adviégﬁ that 1t has actually produced, I
belleve that previous testimony before the Commission{ at which
time the 320-acre spaclng was set up, indicated that this well had
produced -- no, maybe not, at least that it had been tested, 1if

not produced,

Q You cannot state definltely that 1t has been produced?

A No.

Q Mr., Jones, do you know the date uDon which Southwest
Production Company first made application for compulsory pooling
of this particular portion?

A No.

MR. MORRIS: If the Commission please, application for
force pooling was filed with the Commission on September 29, 1961,
the well having been completed on September 17, 1961.

A ) Is that the occasion when we then withdrew our applica-
tion because we nad entered into an agreement with the attorney
for Mr. Coffey and Mr. Millett that they would sign an operatiag
agreement? .

Q The application to which I refer, Mr. Jones, i8 the
applic ation that came on for hearing.

A That came on‘for hearing? Well, there was a prior appli
cation filed which we withdrew because Mr, Coffey'and Mr. Millett,
through their attorney, agreed to enter into an operating agree-}
ment for operations of their lands.

Q That application was withdrawn?
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A Yes.

Q Mr. Jones, would you state the name of the well in the
East half of Section 22 that 1is producing from the Basin-Dakota
pool?

A The 0llie Sullivan No, 1.

Q Would you state where that well is located?
A That well should be located in the Northeast of the

Northeast of Section 22,

MR, MORRIS: I will ask the Commlssion to take adminis-
trative notice of the well file on the Ollie Sullivan Well No. 1.

MR. PORTER: The Commission will take administrative
notice of thelr file.

Q (by Mr, Morris) I nand you the C-105 form, the well
record of the Ollie Sullivan No. 1 and ask if that 1s the instru-
ment that you have before you,

A Yes.

Q I also hand the well location and aéreage dedication
form C-128 on the subject well; is that the imstrumend I have Just
handed you?

A Yes.

Q Referring now to the form C-105, the well record, will
you state to the Commission the date upon which the 0llie Sullivar
Well No. 1 was commenced?

A July 25, 1961.

Q What was the date of completion?

PN LA
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A August 7, 1961.

Q I refer you now to the acreage dedieation plat form
C-128., Would you state to the Commission what date that form was
filed and by whom?

A July 24, 1961, by Carl Smith, production superintendent.

FARMINGTON, N. M
PHMOME 325.1182

Q In answer to Question No. 1, "Is the operator the only
owner of the dedicated acreage outlined below?", what answer was

given?

A He gave the answer, "Yes." I might say, at that time
we had negotiated with Mr., Coffey and Mr, Millett, at least
through their attorneys, and they had agreed to him and Mr,
Coffey leasing the lands. Subsequently, when we found he would
not, we entered the force pooling action. The earlier information
we had which was drawn upon the agreement between Southwest'is at-
torney and the attorney for Mr. Millett and Mr. Coffey, that they
would enter into an operating agreement covering those lands. At
that time, the Shelby parcel and the others there were still valid
and subsisting leases. In my mind, I believe Carl Smith probably

was acting upon this information when he sald the entire 320 acres|.

DEARNLEY-MEIER REPORTING SERVICE, Inc.

ALBUOUERQUE, N. M.

Q Based upon your information that negotiations were pend-

ing, is that correct?

PHONE } 243.6691

t A Yes, and as a matter of fact, it was considered more

than negotiations, because I had an actual agreement to lease on

.' the basis of $50 an acre and 175 percent royalty with certain ex-

clusivg clauses providing we wouldn't drill on their land and.cer-|
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tain requirements such as that. Between the time that I had sueh
a document drawn and returned to them, they changed their minds
B by and decided they would not lease. When I reproached them, or

Mr., Millett, I was told only a mule and a post never changed

thelr minds, that he was nelther.

Q Mr, Jones, can you state to the Commission, whether the

FARMINGTON, N, M
PHONE 32%.1182

0llie Sullivan Well No. 1 has been tested and found capable of

production in the Dakota formation?

A I have been 8o advised, but I do not lknow whether it
has produced.

Q Do you know the date when Southwest Production Company
first applied for fofee peooling in the Dakota formation?

A No.

MR, MORRIS: If the Commission please, the record will
Sliow tﬁat the application Just referred to was received by the
Commission on Oc¢tober 11; 1961, the subject well having been
completed on August 7; 1961,
| A Is that the one that was withdrawn?

Q No, sir, this was the one that eventually went to hear-

DEARNLEY-MEIER REPORTING SERVICE, Inc.

| ALBUQUERQUE, N, M.

1ng.

o
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A 1 rememoer there wag one pricr to that which we with-
drew,
" ; MR. MORRIS: If the Commission please, my cross examina-

tion is going to continue for some time. I note the hour of flve

- minutes until 12:00. I would inquire 1f you wish me to continue
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or resume later,

MR. PORTER: The Hearing will recess for lunch until
1:30,

(Recess taken at five minutes until 12:00,)

(Hearing. resumed at 1:30 p.m.

MR. PORTER: The Hearing will come to order, please.
Mr. Morris, will you proceed with your cross examination of the
witness, please?

CONTINUED CROSS EXAMINATION

BY MR, MORRIS :

Q Mr. Jones, with respect to Case No, 2453, I belleve that
you testified that you made several efforts, reasonable efforts,
to contact the Brimhalls and to secure their agreement to either
communitize the land or to obtain a lease from them?

A In my opinlon, I thought my efforts and proposals were
reasonable. The Brimhalls did not.

Q What was your latest offer to the Brimhalls?

A To lease, I offered them $100 an acre and, I believe,
17% percent royalty.

Q And they refused?

A‘ -~ Yes,

Q Do you have the latest address of the Brimhalls?

A A I can get it for you.

Q Would you furnish that with the other information that

we have asked for?

T
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A Yes. Let me see if I do have it here in my files. I

will supply 1t to you,

Q Now, are the Brimhalls the only non-consenting interest
owners in the East half of 7,300,112

A Yes, I would say there 1is some question that they may
be non-consenting, because we have a lease from the Brimhalls
which we acquired from a Myr. Juan Moya. Mr. Moya contends that
he has a valid and éubsistent lease. To prevent any quarrels, I
attempted to lease all the land from the other parties and I was
successful from all the parties except the Brimhalls.

Q@  So, it is the position of Southwest that they are the

owner of the entire acreage except for twenty acres?

A For the purpose of this force pooling order, we do not

feel that we should be forced to elect as to which lease wWe are

claiming.
MR, VERITY: The address of Harold M. and Maleta Y.

Brimhall is 6545 North First Place, Phoenix, Arizona.
Q (by Mr. Morris) Mr. Jones, has a Dakota well been

drilled in the East half of Section T7?

A Yes, sir,

Q What well 1s that?

A That should be the Ruby Jones No, l; I suppose,
Q Where is that well located? |

A It would be in the Northeast quarter of the section,

probably the Southeast Northeast,
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MR. MORRIS: I will ask the Commission to take adminis-
trative notice of their well file on Southwest Production Company'F
e Ruby Jones Well No. 1.
) o MR. PORTER: The Commisslion will take administrative
7% | notice of that.
L 7Y
S 14 Q (by Mr. Morris) I hand you the C-105 form, the well
g °F
‘ i =~ record of the Ruby Jones Well No. 1., Is that the instrument you
:’ =
: . E have in your hand?
A
; m~
‘ o't A Yes, sir.
£A 3
W Q I hand you fthe well locatlon and acreage dedication
4 % form C-128 on this well. Referring to those instruments, first,
Ty
E the well record, would you state upon what date that well was
-
: QQ_( commenced?
. €9 :
< A The well was commenced on June 22, 1961,
% Q What was the date of completion?
Pomay
E A It was completed July 7, 1961.
. : Q Referring to form C-128, the acreage dedication plat,
B would you state when that form was filed with the Commission and
% . by whom it was prepared?
LR s
’ QL2 A It was filed on June 21, 1961, signed by George L.
i Eg Hoffman, production foreman.
‘; 2%
- . ia
: Q Now, in response to Question No. 1 on that form, "Is
N the operator the only owner of the dedicated acreage outlined on
- the plat below,” what is the answer to that question? .
- A The answer is, "Yes."

FIOS R
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Q What acreagé is outlined on'the plat? )
A The entire East 320 acres.
Q Could you explain this discrepancy?
A I don't know that there is any discrepancy. As I said,

we have the lease covering the entire Southeast quarter, which
we obtained from Juan Moya, which he contends 1s a valid oil and
gas legse. Inasmuch as certain of the land owners have challengegd
it, I went out and attempted to obtain new leases from each of
theSe. Southwest felt they would rather take another lease and
pay the parties to be involved than to be involved in any 1liti-
gation in the matter. We do have leases which cover the entire
320 acres, and the parties who signed the leases to us covering
the Southeast yuarter contend that they are valid and subsisting
0il and gas leases. I am not prepared as a Jjudge to say that
Juan is8 wrong, that his leases are not valid and subsisting, be-
cause they may be.

Q Mr. Jones, are you familiar with the Commission's order
No.R*1991, entered on June 8, 1961, in Case No. 2288, teing the
application cf Southwest Production Company for nonOstandard gas
proration unlt in the East half of Section 7,}Townsh1p 30 North,

Range 11 West, excepting a 20-acre tract owned by the Brimhalls?

A Yes, sir,
Q That order established a 300-acre non-standard unit,
did 1t not?

A Yes.
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I had made investigatlons into the matter that we decided the
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Q Now, that order having been entered on June 8, what did
you say the date of that C-128 Was?
A The €-128 is June 21.
Q So, that was some time after the 300~acre unit had been

established, was it not?
A Yes,

Q Which would indicate that the production foreman did
not chéck with anyone as to what acreage was to be dedicated?

A It would appear so.

Q In all four of the cases that are here for considera-
tion, it would appear that a full inquiry had not been made be-
fore the ¢-128 had been filed?

A I don't belleve that is neceSsarily true. In the East
half of Section 22, the only lands, at the time the notice was
filed; that were not under lease to us were those held by Mr.
Mallett and Mr. Coffey, and we supposedly had an agreement with
Mr, Mallett and Coffey at that time, S0 that we should have been
able to dedicate the 320 acres. As to the East half of 14, as I
explained to you, we did have oll and gas leases from an indivi-

dual which purported to cover those lands. It was not until afted

lease was probably voigd.
’ Q Referring back, now, toc the Ruby Jones Well No. 1, is

it your information that that well has been drilled and completed

and tested and found productive in the Dakota formation?
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( A Yes, s8ir.
Q Are you familiar with the date upon which the Southwest

Productlion Company first applied for force pooling of the East

half of Section 7 in the Dakota formation?

ol

A No.
MR. MORRIS: If the Commission please, the records of

FARMINCYON, N, ™,
PHONE 325.it

the Commission will show that the application for pooling in
this, of all interest in the East half of this Section 7 was flled
with the Commission on November 14, 1961. Also, if the Commis-
silon please, some discussion was entered into this morning con-

cerning an application that had been filed and withdrawn. I have

that information avallable at this time. Mr. Jones, correct me
if I am wrong. For the Commission's information, the only three
previous pooling cases that were fiied concerning the East halfl
of Section 22, Township 30 North, Range 12 West, :whioh would in-
volve Cases 2416 and 2446, that application was filed on August 14,
and in Case 2318, Order R-2068, the Commission entered its order
there on September 29; 1661, denying the application for com-

pulsory pooling. That application was only with respect to the

DEARNLEY-MEIER REPORTING SERVICE, Inc.
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Dakota formation. 80, what I said previously was an error. It

would not have any relationship to Case 2416, which relates to

PHONE 243.6651¢

the Mesaverde, but would have relation only on Case 2446,
MR. VERITY: I might inquire if counsel recalls in that

instance, aithough the application was denied as to what was lefty

- prior to the case being heard, it was dismissed as to the part"'ies‘
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Coffey and Milleti, I belleve you should have a telegram in your
file where we sent a telegram saying we would dismiss it as to

those partiles.

MR. MORRIS: In Case 2300, filed with the Commission,
1% was the application by Southwest Production Company for a non-
standard unit in the East half of Section 22 and 1t was not a
pooling application., That was the application which was with-
drawn.

MR, VERITY: I stand corrected. I believe that is
correct. I thought it was force pooling. We ask that these two
parties' property be set aside to form a non-standard unit with-
out them.

MR. MORRIS: That 1s correct., The request was exclud-
ing a thirteen~acre and twenty-acre tract in the East half of
Section 22, belonging to Millett and Coffey, interest and Pan
American. I do not know what interest Pan American had, but it

wa3 listed as one of the owners,

Q (by Mr. Morris) Mr. Jones, let's talk a minute about
supervision. In your experience in the 0il business, what do you
commoﬁly understand the word "supervision" to mean?

A I believe it would be the man who goes out and checks
the wells and the people who keep thé records and such.,

Q Would it also include the overhead expenses in the ac-
fual drilling of the well?

A No.
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Q That would be part of the well cost 1tiself, is that cor-
rect? |

A That is the way I have treated 1%,
o MR, VERITY: I wonder if I may interpose here. It might

save everybody some trouble, With respect to supervision, South-

GYON, N, ™,
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west Productlion Company is only requesting here ten percent as

FARMIN
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supervision charges, ten percent of the total of drilling and
comple tion, In other words, we are only asking for the minimum
rathef than anything further, Do I make myself clear?

MR. MORRIS: Ten percent of the well cost of drilling
and completion for its supervision during the perilod of its life.
Continuing along the same line, Mr. Jones, do you feel that set-
ting a cost for supervision based upon a percentage of what the

well cost is a reasonable way of arriving at the cost of supef—

vision?

A I believe sv; as I have explalined before, we arrived at
this vercentage system through the system of Shell's bookkeeping,
which, over thousands of wells, has arrived at these figures, Of

course, they will be dependent upon the type of well and such

DEARNLEY-MEIER REPORTING SERVICE. Inc.

ALBUQUZRQUE, N, M.

things as that, but I believe that is a good way, but I see no

PHONE 243.659%1

reason why Southwest wouidnlt be willing to go along with actual
cost 1f you wanted to assess the actual cbst of supervision plus
a certaln cost for bookkeeping that would be necessitated.

Q Mr. Jones, what would you say would be the actual cost of

~ operating a well on a monthly basis?
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employees, plus his equipment which you would have %o deprecilate

and prorate over a period of years. If you had just one well and

had to
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T don't have any i{dea. You would have the cost of your

hire a man to supervise just one well, I would imagine that

your cost would be several hundred dollars a month.

Q

One way of assessing the cost for these operating costs

and supervision, one way of asoecssing those costs would be to

take a

rather

terest?

A

percentage of production attributable to various interests

than a percentage of well costs attributable to the in-

1 suppose so, I don't know. That would be -- I should

think 1t migh¥t pe unfair in that manner because 1f you had an

extremely 1lush well your percentage of that production might be

considerably in eicess of your cost, or on the other hand, if you

had a marginal well, it might be 1less.

Q

1ife of fthe well, what items is

Now, when W& are talking about operating costs over the

is it the salary of the pumper?

A That would be one.

Q The switchér?

A Right. His conveyance, his mode of conveyance would be
another.

Q wOuld you also make a charge for the maintalning of the

district office of the company?

A

- No, that is overhead.

e e R i s e eatm e o e o e

1t, what elements of those costs;
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Q That would be overhead?

A Yes.
Q Going back to the items that you might include within

your well costs, that would be related to overhead, What items
would you include in that? Salaries of the geologists and engin-
eers?

Yes,

Cogsts of maintaining your district office?
Yes,
Over how long a time?

For the life of the well,

& » o » o =

Well, you do not know how long the life of the well igs

going to be?

A No.

Q So, how are you going to arrive at the well cost?

A That is rather difficult. That is Why certain costs
percentage is more equitable rather than the other type, where we
state $50, $6o; or $100 a well per month.

Q Included as part of well cost, do you include any chargg
for interest?

A No; I think possibly in the instance of force pooling
that interest should be permitted, but the sté.tu‘te does not so
provide; so, we have not included any such ‘item.

Q In the well cost that Southwest Production Company has

submitted, in respect to the four wells involved in these hearing




e

PAGE 55

{ what have beéﬁ the elements of overhead which have been included

in those?

A I haven't really studied the billings that have been pre-

sented to you, I don't know if. they had any on there. Those vierg

-

the actual cost, I believe, that was incurred from the actual

FARMINGTON, N, ™M,
PHONE 325.115

drilling and supplies that have been used in the drilling of the
well. I don't recall that they did include any item of overhead.

Q I don't recall either, Mr. Jones; that is what I am
wondering about, In order for the Commission to enter an order
and make a definite provision with respect to payment of weil
cost by the non-consenting owners, they are going to have to ar-
rive at some final and definite figure on which to base the pro-
portionate charges to be made and my question is, if you have
continuing charge for overhead, how are you going to ever arrive
at a definite figure?

A 1t will be very difficult.

Q Do you have any suggestions to make?

A We c¢ould -~ there are two ways to go: First, we could

arbitrarily set a sum for overhead, which is normally done in yow

'DEARNLEY-MEIJER REPORTING SERVICE, Inc.

ALBUQUEROUE, N, M,

operating agreement; or second. you could go on simply on the

basis of the well cmt submitted to you by Southwest, because you

PHONE 243.662)

have requesved that they submit you a statement of well costs,

P

Q Mr. Jones, in dividing up the proceeds from production

that comes from a particular well, am I correct in saying.that

- you would take the gross amount, take off your royalty interest
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from the cost‘ghd then deduct youﬁﬁtaxes,wbr do ySh deduct your

taxes first?

- A What 1s it you are trying to determine?
Q \ I am trying to determine how the breakdown on the pro-
ceeds from production are distributed.

A Well, your division order generally provides that the

FARMINGYON, N. ™,
PHONE 232%.1:102

party will pay taxes. So, you would then =-- or their share of
the taxes, at any rate. So, you would deduct from that the

royalty and any tax charge that would be attributable to the

working interest of the other parties.

Q Now, i3 it not also a common practice to deduct your
operating and handling expenses before you make a distribution
to the working interests?

A Certainly those would be against --

Q This - done customarily regardless of the expressed
provision of fthe pooling order, is it not?

A I don't know about that. I should think it would have
to be in line with the contract between the parties. |

Q I am talking about the situation where we have a non-

DEARNLEY-MEIER REPORTING SERVICE, Inc.

ALBUQUERQUE, N. M,

consenting interest.

A I don'{ know, we haven't distributed any proceeds yet.

PHONE 243.6621

I should say, offhand, that would not be done. I should say the

distributing would be in conformance with the Commission's order.

Q In order to make such a distribution, you are goling to

- have to know the exact share of non-consenting interests, are you
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not?
A If there are non-consenting owners,

Q Tf the Southwest Productlion Company does not know the
exact amount to be distributed $to a non-consenting interest, Mr.
Coffey, for example, if the Commission does not{ spell out in its

order, upon wiat basis are you going to make that?

FARMINGTON, N, ™,
PHONE 325.1:92

. We would require Mr., Coffey to submit abstracts to us
which will determine the interest in the land he has.
MR, VERITY: I wonder if I might interpose in the res-~
ponse at this point. The situation of Mr. Coffey, 1f this Com-

mission force pools, will not be any different from any of the

other parties who are entitled to be paild for production from
the unit in question. Each and every person must satisfy the
party who 1s charged with making the payment,that he is entitled
to receive the money that is to be paid to him. Now, if by any
reason, the party whe 1s making the payment, either the plpeline
company, 1f they make 1t, or in the case of gas wells, sometimes
the operators make it, *this party must know that persons to whom

he pays the money is entitled to receive it. If he makes a migs

DEARNLEY-MEIER REPORTING SERVICE, Inc.

take in that regard, the penalty he has is he has got to pay the

other man who 1s entitled to receive it. The determination in

ALBUGUEROUE, #, M
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this regard, with regard to any party who is force pooled, will
not be any different from the royalty owners, the working interest

in it, They will have to make the evidence of their ownership.

- Q (by Mr. Morris) Mr. Jones, proceeding on what Mr.
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Verity has Jjust said, who hoids the money in the meantime, if it
is not distributed, subject to some determination to who owns whaty?
A Well, I don't know that there has been any sums paid
out. Getting specifically down to Mr. Coffey's situation, there
have been none péid, but I would imagine, otherwise, if there had

been, Southwest would be in a position of stake holder.

FARMINGTON, N, M,
PHONE 325.11R2

Q It would be possible to escrow those funds, would it
not, or pay them into the Court Jurisdiction, subject to deter-

mination of interest?

A I would imagine, if we can arrive at some basic figure
for Mr. Coffey's interest, which varies considerably, there are
a number of considerable differences in opinion as to what Mr.

Coffey owns,

Q Now, if you are willing to pay him on the basis of ten
acres and he clalms sixteen, would ycu go ahead and pay him on
the basis of ten and escrow the remaining and questioned proceeds
that would be attributable to the questionable six acres?

A I would say, offhand, -- I have not discussed this with

Southwest Production Company. We will want Mr. Coffey's abstracts

DEARNLEY-MEIER REPORTING SERVICE, Inc.

ALBUQUERQUE, N. M,

verified to current date, because he has been about busily vuying

quitclaim deeds from people who may have or may not have the

PHONE 243.669!

- : neighboring 1lands. We will want the abstracts verified to present
day as to his titles. We will go on what -- we are.willing to pay

on the basis of the examining attorney's verification as to what

_he has valid title to. If he challe
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may have to file an inter plea for Mr., Coffey and other parties

whose interests might be c¢laimed,

A) It might well involve some sort of court action, might
1t not, something in the nature of an interpleader even?

A It might.

Q Along the same 1line, Mr. Jones, in cases and instances
such as we are going to have of Abas Hassan, what is going to
happen to proceeds that would be attributable to his interest?
Are you going to hnld them forever?

A I have discussed that with Southwest., They are agree-
able to paying those into Court or, if you should prefer, to des-
ignate a financial institution; they would be willing to pay them
te any such institution that you might determine. |

Q An escrow arrangement, is that what you mean?

A If that is what you have in mind. They do not claim
any of‘the share. They are perfectly willing to dispose of it
or to his credit in accordance with your instructions.

Q -Mr., Jones, with regard to the risk involved in drilling
the wells to which you have testified, now, from the data that
we have already, that is already in the record concerning when
the wells were decilled, when they were completed, when the appli-
cation for pooling was filed, and so forth, is it not true that
the applicatiors to the Commission for compulsory pooling were, 1in

each case, filed after the well had been drilled, completed, and

capable of production from the given formation?
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A 1 believe that is true.

Q Would you say that by drilliing the well prior to coming
to the Commission to obtaln pooling orders, that Southwest Produc-
tion Company had already assumed all of the risk?

A Nnot all of it, on the basis, as I broke the risk down
earlier, into three component parts., I belleve that is probably
a fair analysis of the elements of risk: the drilling and complet-
ing of that well had disproved two of the elements at least. It
shows you were lucky enough to hit, first the Dakota formation,
and secondly, hbt to have lost your well during the course of
drilling of said well. It does not, in my opinion, disprove the
fact that the risk of those two elements in fact existed at the

time you commenced the well.

Q Southwest Production Company was not assured of obtain-
ing a pooling order from the Commission, was it, or what the pro-
visions in the order might have been?

A No.

Q So, at the time they entered into the drilling of the
well, there was no assurance that pooling orders would ever be in
effect?

A That's right.

Q Therefore, Southwest Production Company was; by the very
nature of things, assuming a risk? |

A Yes, a far greater risk.

MR. MORRIS: I believe that 1is all.
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CROSS EXAMINATION
BY MR, NUTTER:
Q Mr. Jones, I just have a couple of questions relative td

supervision of these wells. HNow, your well file which you flled

with the Commlission on several of these, maybe all four of f{hen,

FARMINGTYON, 21, ™,
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contain certain supervisory salaries as to driliing and completiorn
of the wells, Some engineers salarles were on there, some fore-
mens saiaries and so forth?

A I believe that would fall within the category of over-
head. I dldn't know -~

Q It was included in well cost.

A That would normally be true,.

Q You would ask for ten percent of the original cost for
supervision of wells throughout the life?

A Yes, sir.

Q You would, in effect, have ten percent supervisory cost
to add 1n as supervision in the future?

A Yes, because that direct cost, that direc{ drilling of

DEARNLEY-MEIER REPORTING SERVICE; Inc.
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the well, the salaries ybu entered into, those salaries are people

whom you use to determine whether or not to drill and where to

PHONE 243.6691

drill and in what manner to drill and how to complete your well.
I believe they are properly chargeable as to part of the cost of

the well itself.

- Q Now, did I understand you correctly or did I interpret
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F what you said correctly In that it 1Is your opinlon that this ten

percent, which Southwest has requested here, the ten percent of
the original well cost, 1s actually an arbitrary figure without
any real basis?

A It has a real basis in the fact that over thousands of
wells, certain of the companies on the West Coast, mainly com-
panies on the West Coast, not in this area but on the West Coast,
have worked out percentage factors for those items on the basis
of that it will more truly represent the actual cost to the com-
pany than the manner in which it is handled in this area, on that
form of accounting, rather than arbitrarily setting a figure for
so0 many dollars per well each month, Those companlies, in some
instances, have excessive and, in most instances, will not be the

true coat of supervising the well,

Q Mr. Jones, ﬁhy does it either have to be percentage of
the well cost or a flat fixed cost; why can't it be the actual
operating cost each month deducted from the receipts for tcale of
gas?

A I would imagine that this practice has grown up as a
means of simplifying the accounting procedure of a company, SO
that they would know there are certain items that will be charged.
I do not believe Southwest will have any objection to your giving
us the actual cost over the life of fthe well; 1f you so desire,

except that it will require, I imagine, the introduction of cer-

tain‘accounting practices which they have not, at the present time
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instituted.

Q Southwest will sell some gas each month from a well;
say they receive $1,000 for sale of gas from the well for that
month; what would be deducted from the $1,000 before the distri-

bution to the parties who own an interest in the well?

A The royalty, the taxes, and in the instances of operat-

FARMINGTON, N, ™
PRONE 32%.1182

ing agreements, the costs that are permitted under that operating

agreement.

Al Well, are you taiking about voluntary operating agree-
ments?

A Yes.

Q Well, assume the case where yoﬁ have Southwest Produc-

tion Cbmpany owning all of the acreage except some acreage which
would be force pooled. Say they own 300 acres and force pooled
twenty acres. There is no operating agreement in connection with
this twenty acres. You receive this $1,000 a month gross, you
deduct royalty and taxes?

A Pius whatever your order specifies that we will take,

which would be the cost that those persons share of the cost of

DEARNLEY-MEIER REPORTING SERVICE, Inc.

:t §§ the well, plus the risk factor, plus the cost of supervision as
L; gg determined by the Coumission.

za
;: ' Q And you would not take any operating costs off, whatso-
f | ever?
T’ A Yes. The operating costs will be chargeable to the
- working ihterést. Yes, Southwest charges will be taken off, but

T : - et TBRLN
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[~mgﬂét will be parﬁ'of the working interest of the well Hgbne by
the working interest owners. That is all we are attempting %o do
is to determine what percentage or what figure the working inter-

est owners share should be,

S11RP

¥

Q Now, the working interest owner, by that you mean South

west Production Company with 1ts 300 acres in the unit?

TARMINGTAON, N, M,

PHONE 222

A Plus the other parties, but Southwest, owning and oper-
ating a series of~wells, would not break it down as to that in-
dividual well. The cost of snpervision, their man who is super-
vising the wells, would of course supervlise several wells or --

I mean, he would not just supervise one well. I doubt very much
if that would be practical. I think that is the reason this pract
tlice has grown of either setting an arbitrary figure of so many
dollars or, as on the West Coast, attempting to relate to per-

centage of your cost of drilling and completing the well,

Q Well, now, in other words, Southwest owns 300 acres in
the unit. Parties who are force pooled own 20 acre units. From
the $1,000 gross money you receive for sale of gas, you are de-

ducting the royalty, your cost, and taxes?

DEARNLEY-MEIER REPORTING SERVICE, Inc.

A Right.

Q You are going to deduct the operating cost to the

ALBUOQUERQUE, N, M,
PHONE 243.6691

working owner; you are going to take off part of the operating

cost, then you are going to take off part of the original ten

percent as yours?

- _ A No, the operating cost that can be deducted that the
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Q In other words, yuu sye going 0 Aistribute tne gro8s
profit from the well, 1ess the taXx and royalty?
A And Uhe monies, the cost that you permit us to pay.

Q Yes, I understand that. YOU stated ghat uihis rwenty -

five to thirty—five percent gnat was arrived at by oné company a®

PHONE 3251

peing a supervision cost. NOW, that was pased on the original
cost of the well, correct?

A Yes, 81ir.

Q Was thation a well that had a short jife oY jong iife
or a short-lived oil well oOF a 1ong—11ved gas well?

A These are ©on gas wells, especially the higher figures
of 35 percent, 18 on &as wells, where you have extensive facillities
o handle the gas and any of 1iquid produced.

Q You say the 25 or 35 percent was based on california
FigUTES ) 1s that correct?

A Yes.

Q Now, where you have a yoluntary agreement where there ma
be a penalty of 100 percent or 200 percent for not paying:their

share of the cost in the well in advance, 1 think Mr. Morris

nc

covered this, but 1 will ask you agaln just in caBe. L8 there

PHONE 243.66

ever any interest 11 addition %O that 100 or 000 percent penalty?

A No.

Q So, DY yirsue of the yoluntary agreement, 1t may be 2

gentlemen's agreement that this includesksome intereét?

sl R
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A It is to compensate for risk and also itbwbuld include
any interest figure, There are interest provisions, of course,
- in your operating agreement. If ény of the parties fail to pay
the sum assessed to them within a certain %time, then those sums
may bear interest, Generally it is set{ at six percent per annum.

On the risk factor, we Jjust set a flat risk factor of 100, 200,

FARMINGTON, N, ™
“HONE 325.11R72

or whatever it might be, to compensate you for having advanced
your money, and 1t would repay you for having taken the risk.
Also, for interest which you might have accumulated on your money
during a period of repayment. That would be one of the items
which you would be reimbursed for out of that factor of the risk.
Q Would it be your opinion, Mr. Jones, that the leglisla-
ture in establishing this force pooling rule and limiting risk
to 50 percent, was contemplating the case where you might have
all three elements of risk which you have enumerated, present?:
A Well, of course, I haven't studied the legislative
history of the act, so I do not know what, exactly, they d4did have

in mind.

Q They were contemplating the condition where the well

DEARNLEY-MEIER REPORTING SERVICE, Inc.
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had not been drilled?

A I believe the statute, as I recall, you can force pool

PHONE 243.6621

at any time, either‘before the well has been drilled or after and

! the risk factor, up to 50 percent, may be gained. So, it would

appear to me that they have one of what I choose to call the three

e e e e e e e e

(Y

elements .of risk, if not all three of then,

TP R
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8] They wWwere contemplating the'case where all three ele-

ments would be present and you bave the third one present at this

time?
A I belleve so.
MR. NUTTER: That is all,
MR. PORTER: Does anyone else have a question of this
wltness?

MR, VERITY: I have a few questions.

REDIRECT EXAMINATION

BY MR. VERITY:

Q Mr. Jones, do you concelve any difference in the super-
vision of a well in California and in San Juan County?

A I would imagine it would be greater here in San Juan
County than in Californiai You move greater distances and have
more wild country to cover than 1t 1is generally true in Californig
Also, I would say from my experiences 1 have had in the past two
weeks of trying to get off the highway, you also have a greater
risk of tearing up automotive equlpment.

Q Mr. Jones, do you have any way of knowing or ascertain-
ing for certain who the helrs of Abas Hassan and D, M. Longstreet
are?

A I have been able to contact only the ones I referred to.
I 8o not believe that I could determine, even if I were able to

¢ontact them; I don't know that I would be able to determine who

his heirs were. ]
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MR. VERITY: I believe that is all I have with this

- ey

Wwitness.

MR, MORRIS: I dc¢ not care whether 1 go first or last.

MR, VERITY: 1 did not mean I had finished with all my

13

evidence. I have some exhibits I would like to introduce 1if ther

are no objections, from the Examiner Hearing, merely the exhibits

FARMINGTON, N, M
PHONE 325.11%2

that were introduced there. I belleve they might be helpful. 1
would like to introduce those in this case. With that, I am
through with my evidence.

MR. PORTER: Are there any further questions of this

witness? You may be excused.

(Witness excused.)

Are there any objections to fhe introduction of the
exhibits from the Examiner Hearing?

MR. MORRIS: If the Commission please, in order to
introduce these exhibits, I think he should identify them, who
prepared them and what they are, because otherwise we would have
to refer to some of the testlmony 1in the prior case.

MR. VERITY: Can we stipulate to that?

DEARNLEY-MEIER REPORTING SERVICE, Inc.

ALBUQUERQUE, N, M,
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MR. MORRIS: Yes, I would stipulate with you on that.
MR. VERITY: I think the exhibits will speak for them-

- selves asg to what they are.

MR. MORRIS: Do you feel a stipulation will take care

of who prepared them or were they Just'maps?

- L MR, VERITY: The only thing I was referring to is plsats
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r“of the unit 15 questlon that I believe wouia“ﬁe helpful. I think

Lt is really fmmaterial, but I belleve they were prepared vy Mr.,

Jones.

MR. JONES: They vere either prepared by me or under my

tE2

sunervision.

MR, MORRIS: I will stipulate with you on that.

FARM NGTON, N, ™,
PHONE 32+,

MR. PORTER: f“The exhibits will be made part of the recoijd,
MR, MORRIS: If the Commission please, I would like to
nake a statement, if Mr. Verity has no objection to me going
filrst,
MR. VERITY: That is fine.
MR, MORRIS: I think in these cases the Commission
should be fully aware of the problems they are being called upon
'to decide; perhaps for the first time, since we have been-operat-

ing under the new compulsory pooling law that was adopted by the

1960 - 61 legisiature. One of the problems that has been ex-

pressed here today, which is obviocus, is just what interest the
e

Commission should pool and how the pooling order should affect

the pooling of those interests. In order to come to a solution

DEARNLEY-MEIER REPORTING SERVICE, Inc.

to that problem, I think that we should carefully read the pro-

visions of the pooling law. First, I would like to point out

1 e
P

- . that I feel that the Commission must find sa¢isfaetery jurisdic-

ALBUQUERQUE, N, M
PHONE 243.6691

o tional fact before it has the power to enter a pooiing order,

that the interestsbeing pooled, the non-consenting interesis be-

ing pooled, have not% agreed upon pooling. Now, this would seen1jg
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be an obvious thing; since the pooling'apﬁlication has to be

brought (6113, cbviously there are some owners that have not agreed,

but I think the wording, and I wili, if you will indulge me, I
would read from the first paragraph of the statute: "Where there

are various owners within a prorated unilt, they may validly agree

FARMINGTON, N, &,
PHONE 2A25.1132

to pool their interests. Where, however, such ownepr or owners
have not agreed to pool their interests," and so forth, the Com-
mission has the right to pool them. The wording there of "not
. g
agreed to pool" I think, has the (g;g’ég{gignﬂthat some effort has ‘ '
been made to secure an agreement of those non-consenting interests
before pooling can be ordered by the Commission. I think that
the Commission should realize that the power given to i-t by this
force pooling law is an extraordinary power and should be ex-
ercised with some caution. Proceeding on that premise , I think
that the reasonable interpretation of the law and the phrases thaf
I have just read, would require the Commission to inquire in every
case as to what efforts have been made to secure the voluntary

agreement of all interests, ail non—consehting interests that are

being pooled by virtue of their order, any order that the Com-

DEARNLEY-MEIER REPORTING SERVICE, Inc.
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mission might enter. I think that the Commission, as I said be-~
fore, I think, first, that the Commission has to find a satistac-

PHONE 243.6651

tory Jjurisdictional fact that some effort has been made to secure
an agreement of these people before it has the power To pool them

Now, in some 1nstances, there are interests which are

- known, but you cannot locate them. In other instances, there are-jy
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you may not even know whét inteﬁéggwéwbarticular unknown party &ay
have, but I think a reasonable interpretation of the law would be
that the Commission should pool interests where the owner has
first, as to interests that are known, where the owner has offered

reasonable terms to lease or communitize, and that particular

interest has refused. I think the Commisslion can also pool an

FARMINGTON, N, ™,
PHONE 3251182

interest where the owner or owners of the interests whereabouts aré¢

unknown and reasonable efforts have been made to locate such a

rerson. This is a common occurrence, wherebyou have unknown heirs

For instance, I think that the Commission can validly pool in-

terests where the owners, unidentiflied, are unknown after a dili-

gent search has been made, because, in aill of these cases, all you
erva fot >

are asking of the operator who wants to bring the pooling abt, is

that he has made every reasonable effort to find the perscn in

t

order to offer him a chance to lease his acrecagc or communitize
it in thes¢ categories. Where the owners have not agreed, 1 think
the provisions of the statutes are plain, However, I believe that
the Commission should not pool interests where by their very

nature, because of some doubt as to whether they are an interest,

DEARNLEY-MEIER REPORTING SERVICE, Inc.

they are just a claimant in the acreage involved; then the Com-

ALBUQUERQUE, N, M
PHONE 243.6691

mission should not pool those interests, because by the very na-
ture, no chance has been given to these interests to agree. As I

said before, I think the Commission must, as to each 1nterest, fing

that it has not agreed,

- Now, particularly where charges for supervision and risk

= - . — . ’ T . . - '-‘ _g_@';’t@' E’ ‘\"’ N h M N e e e . e et e e o .
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are to he made, the oéﬁé{é§£6£M§ﬁsﬁiéwﬁém§éé§”;E§J$£££§ o pool
any interest which had not been glven a clear-cut opportunity to
join on & yvoluntary vasis. Now, one of the quezsiions that the
Comnlssion ig being ecalled upon Lo declde i1s how the pooling order
ig golng to read, whether the order 18 going zo pool all inter-
egts within the unit, wnatever those interests may pe, and this
is the way 1t is done in a number of other states that have cori~
pulsory pooling 1aws, Or whether the commisslion is going Lo enun-
erate each non—consenting interes’t and spell out how much of an
interest ghat person owns and make some defintte provision with
respect 28 to how the proceeds from the well are ©O be distribute
Lo that interest owner. Now, As 1 sald earlier in the d4ay, I
think that +/0UP compulsory pooling-law requires that we do it
in the 1atter manner.

Reading again from the law, 1t reads: tguch pooling

orders of %the Commission shall make definite provisions as to

. any Oowner, or owners, who elects not to pay his proportionate

share in advance for the pro rata reimbursement solely out of
production o the parties advancing ghe cost of developmeht -
and such. as I read that provision of the law, 14 would require
the Commission to spell out the various interests pelng pooled
and exactly what share each has and how the proceeds of the well
are to be distributed. Now, ©his in no way is going zo act as‘a

fﬂ /(-:';-’,"H 2rvd _/, .

urisdiction of>title by the Commission, pecause 1in entering an

order in this, the Commission is going to proceed upon the evi-
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dence rhat 1t has ellcited from the applicant tn the case. ir the

applicant alleges thab A 1s the owner of "X" amount of interes?t
and B is the owner of uy't amount of acreage, then that 1s the

sis upon which the Commission will enter t14¢s order, providi.ng

there 18 no dispute. i there 15 2 dispute, then Lie matter nas

o

¢

.~
to be resolved in a court.” Compebent jurisdiction should not be
A

made by the Commission.
el

We have seen one instant today of such a dispute. Mr.
Coffey may claim to have sixteen acres; and gouthwes?t production
C ompany claims that he only has ten., Now, in a situation like
that, I do not know Nhow the commission can enter any peasonable
order without basing it upon an escrow provision of gome sort or

paying ;prOoeeds at’cribu‘cable Lo that interest into court to pe de-

termined at a laler cime. Butb if the Commission can spell out
what snterests are peing pooled, what dispute, if any, there 18
as to the extension of these various interests and what shall be

done with the proceeds a’ctributable to that interest, 1 think it

18 upon the Commission to do that, under the provisions of a pool-
ing law.

Now, L would agree with the applicant ghat 1t would
solve all the problems for them if we entered an order pooling all
mineral jnierests within the unit, because then you 4o not have
Lo worry about who owns what. 1f you have any proceeds-, you just

nold the proceeds and you &0 along producing the full 320 acres,

and hold 7/8 of 1t to help pay for the well. i
s

the'allowable on it,
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This certainly has 1its merits., However, I belleve the expressed-
provision of the pooling law will prohibit the Commission from

entering such an order.

With respect to the pisk invelved in drilling the well,

it is hard for me to sSee how any element of risk exists il the

FARMINGYON, N, M
PHONE 325.1182

operator was willing to assume all the risk before 1t came to the
Commission to seek a pooling order; but I certainly realize that

there can be a wide variance of opinions upon this subject. I

would state, however, that if the proper procedure had been fol-

i
|
;

L

lowed in filing the form C-128, the notice of intention to drills?
each of the subject wells would have been conditioned upon a pool-
ing order or upon the formation of a non-standard unit before an
allowable would be assigned %o the well and I submit that if pro-
per forms C-128 had been filed in this case that we mighd notk
have this problem at the present time of trying to decide whether
the risk was going to be allowed or not. If there was any injury
to it or any loss suffered by ﬁhe operator, I submit that i% may
well have been caused by its own negligence in filing proper forms

in thils case. In normal cases, I would certainly recommend that

DEARNLEY-MEIER REPORTING SERVICE, Inc.
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some risk is always allowed where pooling actually is .Sought be-

PHONE 243.6691

fore the well is drilled. In this case, however, it is hard for
me to see how the non-consenting interests have shared any of the

?
risk, since their interests have been drilled, tested, and com-

pleted and shown to be a producing well.

- » I thihk the Commission also has another problem to de-

S e . . . o o e -:3?-;%\&
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cide., That 1s, how the costs of supervlision are to be assc¢ssed,

whether 1t shall be a percentage of the well cost or whether it

-

- shall be a production over the 1life of the well or, in Some way

determining a solution to the assessment of these supervislon

3235.1182

charges so that 1t will be upon a reasonable basis and will not

FARMINGTON, N, ™,
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give an undue advantage to elther the operator or to the non-
consenting interests., In fact, I think that this may be the heart
of the whole pooling problem, yé arriving at some solution which |
will encourage drilling, encourage the operator to bring a pool-

‘4“]" i
ing act, and yet at the same time be upon such. ter

.~ -
-~ ‘1;‘» Lo ofyy

consenting interest will not have an incentive to hola out on the
operator. In some cases, 1t may well be that our pooling orders
are unrealistic with respect to the cost that 1t may give to a
non-consenting owner. The incentive may be to refuse to lease or
glve a valid lease. I think the Commission should enter 1its order
realizing this aspect of the case. On the other hand, I belileve

t hat the Commission, and this relates back to the first point that
I mentioned in respect to how the interests are to be pooled and

what interests should be pooled, shouldAcarefully spell out each

DEARNLEY-MEIER REPORTING SERVICE, Inc.
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interest, rather than pooling all unleased interests or without

just pooling all interests within the unit in order to avoid what

PHONE 243.6691

might well turn out to encourage imprudent leasing practices, .. If
an operator knows that he can get pooling orders, pooling all

mineral interests, he might be something less than completely

diligent, being sure that he has solved all of his title prohlems
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and ﬁés signed up all of the unlieased interests vefore he drills
hig wells because he can come to the Commission and get a pooling
order that solves his problems, I think this is one of the risks
that the Commisslon would be interjecting into the pooling situa-
tion if it pooled all mineral interests without specifying the

various ones,

FARMINGTON, N, ™M
PHONE 3235-1182

i : =~ I belleve that is all I have,
| <1
O MR. PORTER: Thank you. Mr. Verity?

MR. VERITY: May it please the Commission, I will eii-
deavor to be brief, but I do have some things to say and a little

law I would like to read to you.

It is 4ifficult for me to understand why all of a sud-
den we have got all of the force pooling problem. Prior to the
time of the last legislation, we had a force pooling statute and
the Commission entered orders under the same general law and ex-
actly the same notice with which you now call the pooling appli-
cations for hearing. These orders pooled all interests. I need
not call the Commission'’s attention to all of these, but so the

record will reflect it, allow me to cite one that I have at hangd,

DEARNLEY-MEIER REPORTING SERVI
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which is Order No. R-1880, that was issued a short time before

this amendment of the present act. It allows force pooling in

PHONE 243.6691

320 acres of gas prorated unit, gives 125 percent of all produc-
tion that 18 not leased without reference to names or any parti-
cular persons. I would like for Order R-1880 to go into the re-

e cord. Now, at the session of the last legisiature and prior to

e - ©
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that, the oil andrgas industry of New Mexico was aware of the
fact that there was somethihg about their force pooling statute
- that was inadequate; specifically these were twofold: One was
there was some question and some doubt as to whether 6r not the
force pooling statute of New Mexlico was adequate to force pool

an undivided interest in a unit as contra-distinguished from a

FARMINGTON, N, M
PHONE 323.1182

separate parcel within the unit that was off by itself or someone
owned all of it. This had never been answered. It had been

more or less ignored, but everyone was aware of the fact that the
order might be invalid if it force pooled such an interest. The

New Mexico force pooling statute made no application whatsoever

for a risk factor. At least a portion of the industry felit 1t

should have one. By a committee appointed by the New Mexico 0il
and Gas Association studied the question of amending and rework-
ing the force pooling statute, That committee came forth with

the present statute that we have, I believe almost word for word,
except that it did include a provision that risk would be included
as an item of reasonable cost, and that was stricken by the Com-

mission. I happen to know a little about that committee, because

DEARNLEY-MEIER REPORTING SERVICE, Inc.
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I was on it. They went to Oklahoma and picked up the Oklahoma

statute, and with 1t as a model or a norm, we used it to draft

PHONE 243.6691

the statute that is presently the New Mexico statute. Looking
backward, it seemed to me like an intelligent thing to do, but it

has caused some confusion. At the time, 1t seemed like it was

well advised,'because it was a body of law that interpreted that

P -
4
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and %;agwiﬁg;gfiéf We aléo had its many years of experience, or
so 1%t seemed to the commitiee, having that‘statute applied in
Oklahoma. Particularly, T would 21kc %45 polai ouil bo vhe Commis-
sion that a part of the language that seems to cause us trouble

at this juncture, particularly the language whiéh says, "where,.

PHOME 325.1182

however, such owner or owners have not agreed to pool theilr in-

FARMINGTON, N, ™M,

terest, and where one such separate owner, or owners, who has the
right to drill has drilled or proposes to drill a well on said
unit to a common source of supply --" then you shall force pool.
That language is word for word out of the Oklahoma statute. The
Oklahoma statute also has got that where they have not agreed to

pool, the Commission shall force pool.

I would like to very briefly cite an Oklahoma case
which happened. I refer to the Oklahoma)Corporation Commission's
order which appears in Wakefield vs. State, Oklahoma. Supneme
Court case reported in 306, P 2D, 305, 1957 and embodied in the
decision of the Oklahoma order. It is as follows: "It is there-
2fore ordered by the Corporation Commission”, the commission of the

state of Oklahoma, "one, that the Texas company be and here is

DEARNLEY-MEIER REPORTING SERVICE, Inc.

ALBUQUERDUE, N, M,

authorized to drill and produce a well, with production of natur-

PHOME 243.6621

al gas from the Morle Sands and a common Source of supply...",
"and that a full allowable of production therefrom, that all per-
sons owning leasehold interests within said space unit shall have

the right to participate in the drilling of said well and in pro-

duction therefrom, upon the proper payment by proportionate shareg

PR -, » o U ——
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of the cost and complevion of bthe said weli. The sum of $177,000—
is hereby fixed as cosc of satd weli."” They go on to provide that

they do not make the payment, they give a lease on the progertvl

==
H)

In this particular law sult and appeal, do you know what the man
was unhappy about? He was appealing, he was unnappy vecause the

Commission did not give him the privilege and permission to parti-

14
FARMINGYON, N, #=
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cipate in the well and to be penalized the 150 percent of the
total cost. He said, "Phat 1s a right I ought to have.' All

this application here is asking 1is that it be granted i25 percent.
In Oklahoma, we say that is a harsh provision, where they actually
take a leasc away from him if he does not pay. In the case of

the New Mexico statute, 1t is watered down. This was the wisdom
of the legislature. We do not blame the legislature. Thisawas
all that was asked of the legislature, but we say we should not
emancipate the provisions of the statute because there is lLanguage
_____ in which we think we should apply requirements that do not exist.
The Oklahoma statute has never been interpreted in that way. We

do not think this Commission should so interpret it. I was some-

what amazed to read these cases to find there was no Oklahoma casdg

DEARNLEY-MEIER REPORTING SERVICE, Inc.
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wherein someone had confronted the Commission and said, "I did nof

have an actual notice of this hearing of this order and therefore,

PHONE 243.6691

this is not valid." But althcugh the Oklahoma statute has now

- been in force and effect, I believe fifteen years, this presént orje,

considerably In excess of ten years; in spite of this and in spitgq

of the fact that all of their orders have been interim, wherein tlHey

&




Fllllll!!llllll?iilllfglIIIlIIlIlIlWﬁlllIlllllllllIlIllllllIllIlIlIlIIlII-----------------u---—ggg-

PAGE 80

merely glve publlcation after the appllication is filed. In spite
of this fact, I did not find one situation that had gone to the

Supreme Court of Oklahoma. I say LA& reason for thls 18 that it
is not a real problem and it is net a real difficulty and we should
not make 1t one here. Mississippl also hés a similar pooling

statute to the one that we have here., It is very close to the

FARMINGTON, N, ™
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Oklahoma and New Mexico statutes. Mississippi has not . had this -

particular point exactly pefore 1t, but I have found‘that the
state of Loulslana has considered thils particular point. If you
will, I am talking about whether or not this Commission has a
right to enter an order interim or that everyone that owns an in-

terest in a particular interest be given notice of hearing by

§
[,

public notice.in Santa Fe County and the land wherein the land
lies that is .« subJect to the force pooling action. In this
particular case, and I refer to Ohlo 01l Company vs. Kennedy, a
recent law, 1947, reported in 28 So. Rep. 2nd 504, the matter

fusid

arose because of the fact that one party had a reserve interest in

the minerals of his land, I1If there was no production of these

minerals for a perlod of ten years, he got them back. If there

DEARNLEY-MEIER REPORTING SERVICE, Inc.
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was production in the ten years, the party owned them throughout

PHONE 243.6691)

t he duration of production. The state of Loulsiana's Commission
entered an order that force pooled these particular lands., It
sald this ten acres is placed in a unit with the well that is go-

ing over on the other 80 acres. That well was drilled and started

- producing oil and gas within the ten years, but the man who re-

- R ST
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served his rights said, "The force pooling order is not valid;
therefore, my ten acres 1s not beilng produced; therefore, it comes
back to me." A party convened for this ten-year term does not
get a right to keep 1it. Among other things, he said, specifically}
"the order is not valid because I didn't have notice". What did

the law do with regard to it? The Supreme Court said, I quote

FARMINGTON, N, M
PHONE 32%.1182

from this page 507 from the Court session section SB of the act

157 of 1940, Dart's statute, 4741.15, on the question of notice

reads as follows: "No rules, regulation, or order, including

SERVICE, Inc.

change, renewal, or extension thereof shall, in the absence of

an emergency, be made by the commissioner under the provisions of

this act, except after a public hearing upon at least ten days!
notice given in the manner and form as may be prescribed by the
Commission . . " If you will, please; that is exactly what has
béen done in this case. We have caused notice to be given in the
manner that thils Commission has prescribed, and I continue to
quote from it to show you that notice was given, order No. 35,
certified copy of which is annexed to the pleadings, has the fol-

lowing to say on the question of notice: "Pursuant to power dele-

DEARNLEY-MEIER. REPOR

ALBUQUERQUE, N. M.
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gated to act 157 of the Loulsiana Legislature for 1940, following
publication of notice of hearing not less than ten days prior to
said hearing in the Baton Rouge State Times, thg official state
journal, and a newspaper of general circulation, published in East{

Baton Route parish, and in the Haynesville News, a heyspaper of

- | general circulation published in Claiborne parish . . ." So,

I e W
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what do we have? Ve have

reoan interim notice and publication

o~

in wwo newspapers, iLne Giié in vhe capliital of the stanse, nne one
ek vwhere the land lies., They felt that this was good and sufficienst
notice of all the interest within the drilling unit. The Court

sald, with regard to this case, that the notice given was good

TG, W
PNORE  XS.-NTET

and sufficient and they held that the order was valid and 1t was
drawn in rem to all persons that had any interest within the 80
acres, in gpite of the fact that that person did not know aboutb

it and did not agree to it.

If the oll and gas industry 18 golng to keep abreast of

the times, which it has been doing, it 1s necessary for the force

are in practice in the state. I1f we did not have any conservation
we would not have need for force pooling. If you please, if this
Commission were not interested in seeing that unnecessary wells
were not drilled, then we would have no need for the force pool-
ing statute; but a regulation of the number of wells to be drilled
into one common source of supply into one pool,zis a necessary

thing for thls Commission to consider; and the Commission does

! o g pooling statute to keep mbreast of ths conservation methods that
§§

‘s consider it and with regard to the Mesaverde-Flora Vista and Basin

;; | %v~ ! Dakota formations, this Commission makes a prorated unit consistin&
of 320 acres should be one well drilled in it. If we are going
to say one well can be drilled in it on divided or undivided in-
terests, they have got to force pool. This is exactly the problem

~ If we take a congested érea like Aztec and much of the area that

i
i
E
;
:
r
!
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is subJect to the Basin-Dakota gas pool, you have got a congested

i
gsltuation,. You have an extremely legal situation, as evidenced {
in bLnis case, as demuvndilated heve today; and it is
we are not Jjust goirng to take these areas where we have congesgstion)

and draw a circle around them and say they cannot be developed,

no one can get any of the gas that underlies 1t. If we are not

FARMIKGTON, M, W,
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going to do that, we must go to a force pooling order that is 1in

line with what we have developed up to this point. Right up to

the time that the amended statute came into effect, we did not
ot e IR ST

have any problem with the right of in-rem orders, I suggest that

AN

DEARNLEY-MEIER REPORTING SERVICE, Inc.

there is no problem now. With regard to that, I would 1like to

point out that the Mississippl Court, Iin the case of Superlor 0il

14
I
~ aas

vs, Suite, 59 go. 2na 85, a 1952 Mississippi Supreme
it was suggested to the Court that the order was not valld because
they had a c¢lause in it similar to the one that we have here,
which said if they had not agreed, then the Commisesion could enter
a spacing order. Thie appeal suggested that this was not ade-
quate. The appellant said, "I have got to agree, this 18 a neces-

81ty before the Commission could enter its order." And the

", .

PHONE 243.8897

Court, in this case, interpreting the similar provision said,

"This is not necessary. It is evident from the very fact that

) these parties are here before the Court a% this time, that they

ould not agree." In so ruling, we find this statement by the Courtt

"Section 10 A and C requires that the parties have not agreed to

- integrate their interests, and have failed to agree. Clearly,

ha o

. - .,;,
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the board's findings that th; parties have not so agreéd Ié“éor~

-t

H
rect, The testimony outlined above, the admission of the appellee%'

i
and appellants’ attorneys, and the fact that this law suilt is be-
fore this court, makes it manifest that this finding of the board

i8 supported by the overwhelming evidence.” We think there is

FARCINGTON, W, =,
PMOME 32J.i1E82

no sinister implication in the phrase "have not agreed."

May 1t please the Commission, the phrase "have not

agreed', you must have tried to agree and have been unable %o
agree. We think that this record shows clearly that good faith
and reasonable effort was made to form a 100 percent unit in this
case. The applicant here has contacted everyone that they can
contact who has an interest in it. They have a lot of problems
with regard to it. If the area 1s to be developed, there must be
attention given'to the force pooling statute which allows a party '
who owns an undlvided interest to go ahead and elther drill his

well or file an aet proposing to drill his well and to have every

MEIER REPORTING SERVICE, Inc.

~,
r.

§§ interest in the unlt force pooled, the same as is donelin Oklahoma
’ ‘: é: under the game language that we have.
P 2% Let me turn for a moment to the question of risk, thenk
- gg I want to read you from an Oklahoma case and I am through., I

would like to point out specific language of this statute: '"Wherej,

£ -
ALBUGLENOUY, . N, ¥,
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however, such owner or owners have not agreed to pool their in-
terests, and where one such separate owner, or owWwners, who has the

right to drill, has drilled or proposes to drill a well --", the

- Commission shall force pool. After we set this up, either the
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| person who has drilled or person who proposes to drill has got a |
)
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right to a force pooling order, we come down and we find out what

v gues into the force pooling order. "Such pooling order of the

Commisslion shall make definite provision as to any owner, or

i | owners, who elects not to pay hies proportionate share In advance

AN YA
"

< for the pro rata reimbursement solely out of production to the
v f% | parties advancing the cost®of Hhe development and operation which
‘ , ;; | shall be 1limited to the actual expenditures required for such |
E ;% l purpose not in’excess of what are reasonable, but which shall
?? { include a reasonable charge for superﬁision and may include a
E EE E charge for the risk involved in the drilling of such well, which
- ;g { charge for risk shall not exceed 50 percent of the non-consenting
i v’ Ei é working interest owner or owners\pro rata share of the cost of g
% = - drilling and completing the well." | :
X !
= What wells are we talking about? The well that he
Sé % eithéf has drilled or he proposes to drill, and I submit that the
:E " statutes accurateiy and exactly refer to elther situation. I ;
ES would offer to submit to this Commission that 1t is undisputed in}
;S ié this case to the effect that there has been a risk run in this i
F: §§ case., 1 submit to you that risk was run when this well was ?
B ?g drilled; even though that risk is now passed; it was a risk and

it is a part of the cost of that well, just as surely as the
? a ¢ cutting of the hole cr the placing of the pipe in this well is

cost to that well, and it must be borne because the party who

drills wells will find he comes up “iF?_d?ngﬁﬁsﬁgXﬁﬁ_thfgubﬁA_ﬁJ

- -
- | | | | )
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thinks he 18 going to produce. Whoever drills where he does not ]
think 1t is going to produée? We have found cvidence, undisputed
evidence, that risl was run. The statute plainly says that the
man who drills a viell or proposes to drill a well 1is entitled to
an amount for any risk he has 1in drilling the well. In addition
to that, we have the risk that every oil and gas producer lives
with from one day to the next and that is that the production

may not go %o its end. MHNow, there 18 not a lawyer practicing in
the oil and gas field that has not had clients go broke because

they have miscalculated what the production from a well will be.

Whereas, in San Juan County, and in this case, 1 hope,
the Basin-Dakota and Mesaverde-Flora Vvista will go on to their
1 end of what 18 the very best that is hoped for it. There
is not one of us who is not aware of the fact that two or three
or five years from now, it may be a grave disaster. I would cite
to this Commission the Totathallup oil pool. When it was prepared
for ftemporary spacing orders on areas, which ve wanted to make
80 acres; in spite of that fact, in one year when we came back,
if you will recall; the calculations of reserves, during that
year, had gone way down hill and they had to be curtailed dras-
tically. This points out and points up what we have submitted to
you as a risk factor really and actually is 25 percent and has not
syet been known. No one yet knows whether or not we are going %o

be correct or wrong. We think that a risk has been involved; we

think that 25 percent is an abgolute bare minimum.
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To close, I would like %o read: to the Commission, very
‘briefly, some language from the Oklahoma Supreme Court, in thé
case of Anderson vs. Corporation Commission 327 Pacific Second
69. That is a fairly recent case, 1957. Oklahoma, as I am sure

this Commission 18 aware, ploneered much of the conservation leg-

FARMINGTON, N, ™
PHONE 325.1182

islation with regard to oil quantities. They have probably done

more than any other state and in going into this reason of why

force pooling 18 necessary, I would like to close with this quo-
tation: "Petroleum products have, in less than two generations,
become most vital in the 1life and industry of the entire world.
_Tney nave, bacome probably the most important
of natural resources., It was only natural that with the increase
in importance and use, the necessity for conservation was recogniz?d.
To curtail over-production and waste for the benefit and protec-
ion of the general public; restraints had to be placed around
the individual's rights to develop and produce veyond the demand
or need, The only logical methbd of restraint, other than limit-

ation of production per well, was the curtailment of drilling Dby

exercise of the lease pool'. They evolved the well spacing laws,

<

DEARNLEY-MEIER REPORTING SERVICE, Inc.
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but with well spacing alone, the object of curtailment was met,

PHONE 243.6691

although often at the expense of serlous inequalities and inequi-
- ties between the various mineral owners and the lessees. Under

such primary restraints, when Ellison (the applicant for' forced

pooling in the easej*drilled a well on the 40 acres on which he

SNy

i
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no rights whatever therein, his ownership being of an infierest in

an adjoining 40 acres. Thus, consideration of the correlative

rights of such owners and lesSees became a necessary part of the
legislation., The results of the acts authorlzing unitization and
pooling in each common source of supply in order that the exercise
of the police power in the conservation of natural resources would

e
not affect too serjous an unbalancing of correlative rights."

P
FARMINGTON, N, M
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Anderson, 1in this case, was unhappy again because he
did not have the right to participate in it and pay 150 percent.
We have only asked 125‘percent and in saylng that Anderson had the
right to hls force pooling under the force pooling act of the Com-~
milssion of Oklahomgj ifter that introduction, they said that the
order complained of did not constitute a taking of property of

Anderson in any way. It granted him the right to participate in

the production from the well on Ellison's property, but on con-

dition that certain requirements were met.

I want to say in this case that if there is any party,
even at this juncture, who within a reasonable period of time from

this date or from the date of the order that the Commission issues}

DEARNLEY-MEIER REPORTING SERVICE, Inc.
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say within thirty days as a reasonable time, desires %o come in
and pay their part of the cost, Southwest Production Company will
be very happy to take it and will be satisfied, irrespective of
f ; : ‘ v the fact that they have incurred andrun risk in drilling of those

. | = wells, and so Wwe would have no objJection to this Commission enter-

ing an order which finds the cost of drilling and completing the
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w;eil ana séys %o the non-consenting owners, "You will pay 125 per-
cent plus supervision out of production or pay your cost in césh
within a reasonable period of time from this order." We think
‘this Commission. if we are to have orderly development and protect
the correlative rights of everyone who is in a unit, must enforce

the statute with the force pooling order,

FARMINGTON, N, ™
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One more thing: There is not a thing in the application
of one force pooling order., It is not a thing in the world but
another instrument in the record of the title of the particular
tract of land that»is to be considered by the party who is going
to drill to say who is going to be paid and can be given its con-
sideration right along with any other kind of instrument. This
does not create a problem unless we make one.

That is all I have.

MR. PORTER: Mr. Verity, you made reference to an Okla-
homa'order, in fact you read from it. Do you know whether or not

that order covers an existing wéll, one that has already been

drilled?

MR. VERITY: I am not certain whether that well had been

DEARNLEY-MEIER REPORTING SERVICE, Inc.
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drilled or not; I don't believe it had, though, because it made
provision for a bond to pay instead of cash.

MR. PORTER: In your assocliate practice before the
Oklahoma Commission, have you ever known them to make allowances

for risk for a well that has already been drilled?

- MR. VERITY: Yes, sir, I believe that I certainly have,
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because you can force pool one that has already been drilled in
Oklahoma the same as you can one that is proposed to be drilléd.

- When you do 8o, they could do one of two things: If it is someone
in the o0il industry, they will give them the alternative of either

paying their share of the cost of the well in cash or they will

FARMINGTON, N, M
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require them to give a lease anda bond, using a figure which they

will set. If 1t 1s someone not in the oil industry, they will
give them three alternatives. One is the 150 percent and 1 be~
lieve they do that on wells that have already been drilled as
well as one thét has not. If you are not in the oil industry,
you can get 150 percent. If you agre like My, Anderson, you have
T %o

Z0o v or give up your Iinterest,

MR. PORTER: Does anyone else have anything to offer

in this case?

MR, MORRIS: Yes, sir, L have a statement to read into

the record on behalf of Mr., Coffey:
"As the owner of fifteen acres of land and minerals in
the East half of Sectlon 22, Township 30 North, Range 12 West, I

have an interest that is directly affected by any order entered

DEARNLEY-MEIER REPORTING SERVICE, Inc.
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by the 011 Conservation Commission in Cases Nos. 2416 and 2446,

"In general, I am in favor of continuing the orders

PHONE 243.6691

already entered by the Commission pooling interests in the East
half of Section 22. The provisions of Order No. R-2l51 and

Order No. R-2068-A seem to me to be reasocnable, and the applica-

B o tion & Southwest Production Company for modification of these
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orders should be denied.

"Specifically, I am opposed to allowing Southwest Pro-
” duction to recover 125% of their drilling costs, or allowing a
25% additional recovery on account of any risks incurred in drill-

ing the wells involved here. They placed their own value on this

rigk factor when they drilled without any assurance of contribu-

FARMINGTON, N. M,
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tion from anyone else, and solely on the basis of what they owned
in"the way of mineral working interest in the half section. Hav-
ing already drilled their well, there ceftainly isn't. any risk
f or which they‘should be compensated at this time. The risks ih-
volved in drilling a well are at best, speculative. Once the

well has been drilled, they can be determined, and in this case

no risk a% all. For this rea-

T
M

the risk assumed turned out Lo

son the driller cannot be entitled to any compensation.

"The applicant also asks for 10% of 7/8ths of the pro-

duction from these wells from inception of production to deple-

Y-MEIER REPORTING SERVICE, Inc.

tion for supervision charges.

"Admittedly, the operator is entitled to fair price

for his services, but a 10% charge for supervision is on its face

DEARNLE

ALBUQUEROUE, N, M,

80 excesslive as to be beyond all reason. The original allowance

made by the Commission in its Orders No, R-2151, and R-2068-A

PHONE 243.669)

was ample for this purpose and should be continued in effect.

"In no case should the éperétor of these wells be al-
S lowed to recover any of 1i%s costs or charges out of the 1/8th

royalty interest that the Commission, as a matter of policy, has

N

o | | o
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alwavs reserved to the land owner.

"Since thls property is being pooled against the wiil
of some of-the land-owners 1in the area; provision should be made
in any order entered by the Commission to insure compensation for
any surface damagé occasloned to the land inveolved, and the
operator should be prevented from locating its equipment, tanks,
gt niear residences and outbulldings of the land-owners.

"In the event there is a change in the spacing provi-
sions of the Commission in the Flora Vista-Mesaverde Gas Pool
and the Basin-Dakota Gas Pool, provision should be made in the
crder of the Commission to insure equitable sharing of produc-
tion by thosevwhose lands have been pooled as a result of the
Commission's orders.

"Your consideration of this will be appreciated."

MR. MORRIS: Mr. Coffey, are you in the room?

MR. COFFEY: Yes, sir.

MORRIS: Have you heard the statement that I just

2

read?

MR. COFFEY: Yes, sir.

MR, MORRIS: 1Is that your statement?

MR. COFFEY: Yes, sir.

MR. SELINGER: I again wish to approach the ComhiSsion
as é friend., We are not concerned with the four cases immediately
under consideration. We have no lnterest in that at all, but one

of the factors brough% out by the Commission's attorney is of deep
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concern Lo me, as well as the majority of the oll industry., That

£-
v

that everyv pooling order issued by thls Commission

was the poliin

should specifically indicate by name the interest and specify
cost of sharing by a specific amount rather than the general ac-

cepted tradition throughout the oil business, 1in the twenty~four

FARMINGTON, N, ™
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states that have pooling provisions, in which all interests are

pooled without specifically naming them. Incidentally, Oklahcma's

well spacing act was adopted in 1935 and the Patterscen vs. Stanley

case arose from that, immediately thereafter. That was the first
pooling provision in the oil business, in answer to a pooling pro-
vision by the statute. The?efore, I wish to direct my remarks
solely to that one polint; as ihie
Conservation Commission of laying down a ruling or procedure, you
are requiring all those matters which the Commissionfs attorney
went into at great length. All other factors will be covered by

written statement or provably by the New Mexlco 01l & Gas Assocla-

tion when it meets.

What that implies, that 1s the specific naming of in-

terests by name, varlous costs and amounts and so forth, implies

DEARNLEY-MEIER REPORTING SERVICE, Inc.

ALBUQUERQUE, N, M,

that, as a matter of fact, the very question preceding your Juris-

dictional question, that before you can drill, every single in-

PHONE 243.6691

terest in a drilling unit must be, beyond any doubt, be resolved
to, not only your satisfaction but to everybody's satisfaction.

I doubt whether any drilling unit established by any state goes

T : that far, because i1t is impossible to have title on each and every>

p=
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tract. In Oklahoma, for example, 1t goes back to the Indian titled.

We have Congrensional legislation on that from time to time,.

|

| re If what Mr. Morris says, that he thinks the Commission
( should do as a matter of Jjurisdiction, if what he says is to be
|

done, then your statute should be like 1t was written in Nebraska,

what was written in Utah, and what was written in Wyoming., You

FARMINGTON, N, ™
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: ' j% must have a refusal first, as a matter of Jjurisdiction; but that
| a ¥ §3 is not what your New Mexico statute sayﬁ)where there has been no
’ EE agreement, no specific reason why there is not any agreement but
. % where there is no agreement. Vell, that is the way the terminology
e é% reads in Nevada, Oklahoma, Florida, as well as in this state. -
SE Now, the vast majority of the twenty-four states re-
é; quiring poocling use the general language, in the event pooling is
= required, they leave it up to the boards and commissions to de-
gg termine what thelr own particular requirements should be., Two
, gg states have no provision as to pooling; they just say that regu-~
”‘ Eé latory action shall have the right to pool, and that is all they
‘f Eé say.
eg - Now, in all of this, let us remember that you gentlemen
Tt E§ ;; act as the New Mexico 0il Conservation Commission. Let us not ‘
o gg forget your powers and duties flow from one thing: Conservation, ;
Ja
- the drilling and production of oil and gas; that is your primary
objective; that is your sole foundation for all this big setup in
’.“ this state. But 1n other states, if you do not watch out, you are
E - going to flange out like the great white father in Washington,
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flange out on side issues on pooling in connection with well spac-
ing. As a matter of fact, this provision, Section 653-14, hés to
' o do with well spacing and drilling.

So, in all this argument, let us remember we are only
talking about drilling and producling wells, We are not talking

about cost and things like that. That is only something imple-

FARMINGTON, N, ™M
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mental to your authority to establish:. drilling and well spacing

units. That is all this pooling comes up, about, just drilling

and spacing and drilling and producing of wells, That is your

foundation.

Now, 1if we ére to track down the title of every minute
interest in the drilling and spacing units, the 011, and the gas
will fairly well be drained out from under us, Our concern is
that by the time you get through with all these side issues,
you will have forgotten your primary Jurisdiction, your primary
duty. You will have done a wrong, not onl& to the operater, but
also to the o0il roysilty owners because they are going to be
drained from under before you can shake a stick, if you get in-

volved in too many issues that you forget your primary duty of

DEARNLEY-MEIER REPORTING SERVICE, Inc.
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drilling and producing.

Now, it was pointed out that the basis for the necessity

PHONE 243.6691

of specifically mentioning the names andkthe addresses and interes
and the cost and all those minute details is formed by one sen-

tence in the statute: “'Such pooling order of the Commission shall

T make definite provisiong as to any owner, or owners,who elects not
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to pay his proportionate‘share i gdvance for the pro rata reim-~

ki e
‘ bursement.," I will tell you how 1t has been solved in other

i atates; I can explain to you why that was put in here, the exact
I copying the provision from other states.

Tventy-two years ago we had a matter in Oklahoma which

FARMINGTON, N, M
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resulted in a rather unusual case. We had 640 acres on a field
and I, unlucky George, was the one that had to»bear the work of
pooling 1t. The 640 acres, unfortunately, inéluded Boot Hill at
the City of Garland, located in this 640 acres. It consisted of
about 15 acres and composed lots of ~- in those days, I guess
the fellows were a little taller than we are now., I guess they
were about elght feet long, six feet deep, and about four feet
‘Wide, and there was not any procedure, any precedence for pooling
a cemetery and this very question came up when the Commission
force pooled. How was it going to force pool 1t? Well, I think
they had 125 burial lots there, everyone of them full, It was
obvious that we could not go ih to specific names, 80 we estab-
1

lished, I, myself, established with Oklahoma Commission the pre-

cedence, force pooling all interests in a drilling and spacing

DEARNLEY-MEIER REFORTING SERVICE, Inc.

is
]
R unit, without the necessity of referring to a single owner, a
- 3z
; ‘ 3? single specific ownership.
- Lo All states, all twenty-four states, requiring pooling

haveé a general provision pooling of all interests, ..ofc whatever

kind and nature, as a general paragraph, about five lines long

that is just pool all interests. In Oklahoma they go one step
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further, they say that those parties who have appeared at the

hearing for the pooling and objected to one provision or another
would specifically have their names 1i. 1%, but it was also followeld
by~in Oklahoma, and Oklahoma is the only state outside of New
Mexico up to the present time where you have particular people

coming in and objecting to proposed drilling and where you gpeci-

FARMINGTON, N, ™.
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fically name them. All the other states have general provisions,
They specifically appear at the hearing and make their wants heardi
their names are mentioned in the particular order, but'it is also
followed by that general order, general paragraph, force pooliﬁg
all interests of whatever kind and nature. That was put in there
for a purpose, becauvuse when an operator comes to the Commission

and we say we have a lease on this acreage, ve allege to you that

to cur best knowledge that is our acreage.

If we are wrong, we have a form where we can be taken

T

into court, over the head of the District Court, if we have wrong-
fully taken someone else'!s oil or wrongfully paid out somebody
else's interest to somebody else who is not entitled to if; we

have to pay twice, we have to pay through the nose. But when you

DEARNLEY-MEIER REPORTING SERVICE, Inc.
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listen to all the testimony that was brought out this morning and

this afternoon with respect to cost and all of these factors, you

PHONE 243.6691t

can see how far afield a Commission can get from its primary,

BT g

i o basic jurisdiectional function of encouraging drilling of wells,

encouraging establishment of uniform patterns, if possible.

- For whagnpurpéSe? For the purpose of permitting those

; -
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who are eager to spend thelir money to drill for oll and géé, to

hurry up and do it in order to prevent drainage. The operatof is

sort of a trustee; he is accountable to all the royalty Iinterests;
he is accountable to all his partners or working interests. It is
hils obligation, when he files an application, that he wants to get

the well down, so that he can prevent drainage from his pool.

FARMINGTON, N, M
PHONE 325.t1182

That is the reason why wWe need haste in permitting those who de-
sire to drill the right to go out and as expeditiously as possible

drill and get thelr straw down in the common pool, so0 he can

Now, the one provision I referred to before this as the
entire basis for the recommendation that your pooling order should
be specific, is the sentence I read there, that is assuming that
there is no other basis for prorating the cost of reimbursement,
that is assuming the basis of acreage, but that is not necessarily
to follow. Some states prorate on the acre feet. Most of all -
the states indicate that they shall participate on the basis of

each owner's interest in the drilling and spacing unit.

Now, 1f you want to get into cost, I don't think that

DEARNLEY-MEIER REPORTING SERVICE, Inc.

ALBUQUERQUE, N, ™
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in a specific pooling of a particular drilling and spacing unit,
you need to go in to the cosf. Why? Because all the costs are

not at hand. If you could ask any operator ninety days aftér he
,i; ’ | drills a well what will the total cost e, he cannot tell you

- ‘L : because they are not in yet. It takes from five to six months

oo ‘ - | .
P : ' for the operator to get all the costs from it, and the deeper you

. . - ol e e
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go, the longer the perlod of time is, On one well that cost $900,(

i1t took us twelve months to get all the bilils in. You cannot tell
what the costs are.

So, on a pooling and spacing application for force pool-
ing in this state, the normal procedure is to force pool all in-

terests in a drilling and spacing unit. Then, that way, you do

FARMINGTON, N, ™
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not have to get involved in cost, because the operétor tells the

total cost after he gets all of the costs in and the parties get

-

the total. The operator says this is what it costs here, as a
complete cost. Then if the working interests and the overriding
interest .owners of the drllling and spacing unlt have a dispute,
your statute tells you the next step. Itksays on page 100 of
your big yellow book, it says, "In the event that disputes, rela-
tive to cost -~ ", It goes or down here, it tells you what you
can do on a hearing for or on disputes of costs., I say you are
tryving to take two hurdles at one time when obviously all of the
©tills of the well are not in, when obviously you cannot tell what
the interest of each is in a recently-completed well, because all

tne abstracts have not been dxamined.

DEARNLEY-MEIER REPORTING SERVICE, Inc.
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Yet, if you go down and take the acreage substitute,

PHONE 243.6691

the way other states handle 1t, in two particular hearings, they
pool it and say in that pooling order, "This acreage is the called
acreage” and when an actual survey is made of all the interests,

it shall %ue placed in the record and substituted for the calle435»

S acreage, and the Commission will use that and/or the Commission

f ‘ S ®
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in these othen atates willi work out the interests if all the in-

terest, holders cannot come to any agreement at a hearing calied

specifically for that agreement. That is why we recommend in

this amended pooling order a provision for subsequent nearings

on cost for pooling; that is why we say that it is to the best

FARMINGTON, N, M
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interests of the industry, which I am sure you gentiemen have at

heart.

You have said the purpose of pooling is to prevent the
drilling of unnecessary wells. You have done all those things
rather laboriously. With one\sweep, you are going to just undo

all that by saying, "Well, we are going to go into these particu-

. lar costs, we are going to have to sit down and determine all

this." All that time, all this oil and gas is belng drained from
under that tract and you are certainly going to slow down the oil
and gas in this ©

MR. PORTER: Thank you, Mr, Selinger.

By the way, does that friendship extend to Mr. Morris?
MR. SELINGER: In the early Oklahoma City days, Buck

Morris and I always were on the same side.

DEARNLEY-MEIER REPORTING SERVICE, Inc.

iz
i °§ MR. PORTER: This sentence, Section 65-3-14, "Each

%: gg order shali describe the lands included in the unit designated
; 5
~ thereby," that each order shall describe 1t. If you have a
| éji | pool spacing drilling order in a pool in a particular reservoir

T | and it proyides for a maximum drailnage of so much =--

?'* | MR. SELINGER: That presents a very interesting questio*.
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T want to caprry you back with me when we first started prorating
gas 1n this state in Southeast New Mexico., I was one of thoée
who maintained,and I still think I am right; 1 thihk yeu will
ot ¥ 3 agree after so many years that I have been right in my conclusion
z -
§§ that I malntain that drilling and spacing units should follow a
* g §§ governmental = -.seciion, which requlres 640 acres.
' P h: If you had followed that 640 acres in Southeast New
? L 23 Mexico and in Northwest New Mexico, if you had provided for that
| §§ instead of the 320 or whatever, and followed governmental sub-
%3 e divisions, 1f you had followed that you would have eliminated
ff ég ninety percent of the unorthodox locations. That is the cause
i
li 's g% cf the winnrthodox units you have today.
!k ‘ QT é; When you first started, I went back and sald we have
f fi RS got to unitize within the governmental sections. Then, Pop! you
fk %i gg went ahead and the Commission granted‘unorthodox uniis across
; ;’ E; governmental section lines. That is where all your trouble be-
f h ts gan. We would not be here in this case today; you would just
~ '~:z E§ force pool within that 320 acres; you would say only one well to
1 i‘ ;g i 320 acres shall be drilled and no more. You would require every-
2 io
k?& _ §§ body in that 320 acres to force pool their Interests; you would
' Vtﬁ §§ have less wells today; you would have less unnecessary wells to-
: : day than you have had you followed the governmental sections
E :f back there.
) MR. PORTER: Now, answsr my Question.
il MR. SELINGER: This sentence here was taken bodily from

. Vo
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the Oklahoma statute. And 1 tell you Jin Oklahoma they foilow
governmental sections. Threy pronibit more than one well to that

b sectlion. They do not grant any exceptions, They rigidly en-

force thelir governmental sectlions.

<

MR, PCRTER: Mr. Selinger, referring back to my ques-

tion where 1t says, "Each order shall describe the land designated

FARMINGTON, N, ™
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in the unit,’ do you think that applies or means a development

id

description of a particular governmental unit or does it apply

to the description of each 320 acres or how?

MR. SELINGER: No, the unit described by the geograph-

ical setup that you say is the East half of Section 22 is the

unit for such-and-such a reservoir o reduction of gas. You

would not have to describe each one of them,

MR. PORTER: You would not have to describe each one of
b those cemétery lots?
‘ :i MR, SELINGER: No, sir. The first step is to pool it.
;‘2, You would set up a satiSfactory unlt in 1%. Although, where we
have most of the acreage 1s not in government sections. My gosh,

you ought to see some of those units. They are midsummer night

DEARNLEY-MEIER REPORTING SERVICE, Inc.

i
i ;g dreams, nightmares. Whatever unit you do describe, it is con-
» §§ ceivable that you will take a portion of a section of another
. ° government section. You might find that it 1s not connected
s with whatever unlt you just set up and established. That 1is the
f unit you pool and that is the description that you put in there.
f - That is your prelimipary unit; that is your unit you are forqe
: ®
.
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pooling all the interest in. Generalliy, there is a plat attached

to each of the units in alli the other states. That 18 the descrip-
- 1 tion here, I think.

MR. WALKER: Off the record.
(ofrf-the-record discussion held.)

MR. WHITWORTH: I willl be general. I do not want to

FARMINGTON, N, M
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flank out on the side issues. Ei Paso does not want to be un-
friendly to anyone. I think that in respect %o these four cases,
at least, El1 Paso 1is a friend to the applicant. In this case, we
concur with the position that Southwest Production Company has
taken what we think is a reasonable interpretation of the com-~
pulsory pooling statute of the state of New Mexico, and we think
that the relief asked by the applicant in this case should be
granted, and that as a policy matter, the Commission's inter-
pretation should be put on the ébmpulsory pooling statute that

i% provides for an interim, that provides interim, that the order
of the Commission is directed to the land and not to individuals.
Although the rights of individuals may be affected by the order,

we concur wholeheartedly with what Mr., George Selinger said.

DEARNLEY-MEIER REPOERTING SERVICE, Inc.
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MR. BUELL: May 1t please the Commission, I would like

to have permission to make a brief preliminary statement and fol-

PHONE 243.669)

low it with a supplemental brief.

As 1 stated,‘Pan American has no direct interest in the

four cases of Southwest Productlon Company. But we do have a

e ’ definite and compelling interest in the general basic issues
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brought out here by thesce four cases on which thé“Commission's
policies and procedures may be binding on us. The main reason
I would like to make a preliminary statement 1s to make sure [
realize the general basié issues that have been made generally

by the four Southwest cases.

Now, our appearance here before the Commisslon is simply]
to give you the benefit of what we think is fair and we belleve
is reasonable, not only to Pan American but for all the owners

of interests and oil or gas land operators, no matter how small

or how big they be. One of the general basic issues that I have
rcalized is the proper application of the risk penalty provision.:
That has been discussed very thoroughly here, generally, with
respect to a well that has been drilled and completed prior to
the initiation of any force pooling application,

Pan American feels that in that event no risk penalty
should be implied unless the interests who are being force pooled
have been givén a reasonable aﬁount of notice that the well would
be drilled. ?Wé make this recommendation because we have been in
the position where we thought we had a complete voluntary agree-
ment for a proration unit and a normal operating agreemenﬁﬂ I-
have never seen any that provide for other than 200 percent
penalty if any voluntary parties refuse to pay in cash for his
share of expenses. We have had it happen to us thatwone §f the

people who had advisad us that they were going to voluntarily

pool and we had started it based on that assumption, and they

®
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would find they did not have the financial reserve such as they

were not in a position to pay thelr costs. In that kind of event,

pos they simply pay the penalty. We certainly want to get away from

the 200 percent penalty provided we are not going to sign a worse

force pool.

[ . 1
Certainly, in that event, we feel that a penalty pro-~ /

FARMINGTON, N, M
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vision is Justified and the Commission should insert one in any
force pooling order. I think the issue has also been brought up
to bring additional or cost related to non-productive risk, where—l
as Pan American has expressed to the Commission before that ac- |
tual charges make a non-produciivée ris baktly one of the most
minor risks that the driller of a well assumes. We feel that

even 1f the unit being force pooled is completely surrounded by
producing wells from the objective arrival, that the inherent

risk in drilling still warrants and justifies and urges the Com- |

mission to insert a penalty provision in the force pooling order.

N

We feel that another area issue that has been‘brought
up is not a real issue because everyone of us agreed it 1s fair

and reasocnable. That is to the effect whether or not a reason-

DEARNLEY-MEIER REPORTING SERVICE, Inc.

ALBUQUERQUE, N. M,

able effort should have been made by the applicant to voluntarily

form a unit. Pan American would recommend, as a matter of policy

PHONE 243.6691

to the Commission, is we feel that all reascnable effort should

L?f first be made to voluntarily form a prorated unit. We feel that

it certainly 1is Jastifiable for the Commission at the hearing to

T ' probe and test and satisfy themselves that a reasonable effort ha%

T . - . R T vy
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been made and probably from the standpoint of Pan Amerilcan, the I
most critical and basic issue which I have recognized is wheéher
or not the Commission shall force pool a contending interest, or
to put 1%t in more legal language, whether before the Commission
it is interim., It is my humble and candid opinion that, based
upon the force pooling statute of the state of New Mexico, that

all force pooling proceedings before this Commission are irterim

actlions.

I think there is one sentence in your statute which is
completely contreclling. - That 1s the last sentence in the first
paragraph. . Actually, that is the paragraph that gives the Com-
mission the authority to force pool. The rest of the statute
tells you how the orders will be issued and things of that nature.
That sentence, and I quote; ", . .shall pool 511 or any part of
such lands or interest or both in the épacing or proration unit
as a unit." In my opinion, "shall force pool all or any pari"”
generally completely; shows the legislative attempt to make this
an interim pfoceeding before the Commission; and actually, in my
opinion, even if the statute was not 80 clear and so concise, I
cannot help but wonder, as Mr. Selinger has said and other lawyers

have sald, lawyers far more capable than myself, all titles are

subJect to the Commission.

I am sure any force pooling orders that they 1issue, they

are, I know, certainly convinced that the order they issued is a

necessary order to protect the correlative rights of all’the

' matmrme
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people involved. Well, I cannot help btut ask myself Iif the Com~-
missionn has met that test, has passed it in their own mind, why
a force pooling order to force the interests of the parties and

the correlative rights of the actual owners interest, however far

down the line he may be.

The primary purpose. as I stated, and 1 hate to repeas
myself, but the purpose of the Commission 1n actions of this na-
ture is simply to prevent waste and protect correlative rights,
and an order of‘these natures will also protect the ccrrelative
rights of a later-proven owner. We, in the industry, certainly
we operators and certainly Pan American feels that any force pool-
ing order of the Commission should be definite, should be zs

certain as 1s humanly possible for the legal staff of the Com-

mission to prepare. 4

In closing, we would say again the Commission should
consider a force pooling act irerim and issue their orders ac-

cordingly.

MR. PORTER: Does anyone have anything else to s8ay con-

cerning this case?

MR, MORRIS: I will not quit if you go against me,
MR. PORTER: The Commission will allow until March 15
for any interested parties to flle a brief explaining their posi-

tion. We will take the case under adviSement and call a recess.

(Recess taken at 3:50.°)

%* % ¥ *

©
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Suly 19, 1962

Tha Citizens Bank of aztec which maintains offices

4n both Aztec and Farmington has basn designated as the

escrow agent by southwest Production company. Any

proceeds from production from forced poolad property
which are not disbursed for any reason will be placed
in escrow in this bank.

See letter from Joseph P. Driscoll, southwest Produc-

tion Company, Dallas, Texu&s, ascad July 16, 1962, and

#11e4 in Case No. 2600,

(Cuses Wox., 1413, 2416, 2448, 2454, 2453, 2800, and &=

Nos. 2343 and 2381)
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DOCKET: _REGULAR IIEARING - WEDNESDAY - FEBRUARY 13, 1902

O1L CONSERVATION COMMISSION - 9 A.M. - MORGAN UALL, STATE LAND OFFI1CE
ALLOWABLE: @D Consideration of the oil allowable for March, 1962.

CASE 2415:

CASE 2416

CASE 2446

(2) Consideration of the allowable production of gas for
March, 1962, from ten prerated pools in Lea and Eddy
Counties, New Mexico, also consideration of the allow-

able production of gyas from nine prorated pools 1in
5an Juan, Rio Arriba, and sandoval Counties, New
Mexico, for March, 1962.

(De Novo):
Application of Southwest production Company for a hearing

de novo in Case No. 2415, Order No. B-2150, relating to the
force pooling of mineral interests in the Basin-Dakota Gas
Pool in the E/2 of Section 14, Township 30 North, Range 12
West, San Juan County, New Mexico. Interested parties in-
clude the unknown heirs of Abas Hassan, the unknown heirs
of D. M. Longstreet, and Robert E., Alice L. and Samuel G.

Goodwin, or their unknown heirs.

(De Novo):
Application of Southwest Production Company for a hearing

de novo in Case No. 2416, Order No. R-2151, relating to the
force pooling of mineral interests in the Flora Vista-Mesa-
verde Gas Pool in the E/2 of Section 29, Township 30 North,
Range 12 West, San Juan County, New Mexico. Interested
parties include Roy Rector, 0. G. Shelby, Dwight L. Millett,
Myron H. Dale, George T. Dale, and Julian Coffey.

(De Novo): _
Application of Southwest Production Company for a hearing

de novo in Case No. 2446, Order No. R-2068-A, relating to
the force pooling of mineral interests in the Basin-Dakota
Gas Pool in the E/2 of Section 2o, Township 30 North, Range
12 West, San Juan County, New Mexico. Intcrested parties
include Roy Rector, 0. G. Shelby, pwight L. Millett, Myron
H. Dale, George T. Dale, and Julian Coffey. :
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CASE 2453: (De Novo) |
N\ Application of Southwest Production Company for a hearing

de novo in Casc No 24b3, Order R-2152, relating to the
force pooling of mineral interests in the Basin-Dakota Gas

N,

Pool in the E£/2 of Section 7, Township 30 North, Range 11 )/
West, San Juan County, New Mexico. Interested parties //
\\ include Harold M. and Maleta Y. Brimhall. ;
: : N ) }/
b CASE 2494: Southeasiern New Mexico nomenclature case calling for an /

order creating new pools, extending, abolishing and contract-
ing certain existing pools and changing pool name in Eddy,
Lea und Roosevelt Counties, New Mexico.

(a) Create a neiww gas pool for Devonian production, desiy-
! nated as the North Bell Lake-Devonian Gas Pool and described
. ; as:
? TOWNSHIP 23 SOUTH, RANGE 34 EAST, NMPM
S ; Section 6: SE/4

(b) Create a new gas pool for Morrow production, designated
as the Cedar Lake-Morrow Gas Pool and described as:

TOWNSHIP 17 SOUTH, RANGE 30 EAST, NMPM
Section 36: NE/4

(c) Create a new oil pool for Seven Rivers production, de-
signated as the East Empire Yates-Seven Rivers Pool, and
ne : described as:

TOWNSHIP 17 SOUTH, RANGE 28 EAST, NMPM
Section 27: S/2

(d) Create a new o0il pool for Devonian production, designated
as the North Justis-Devonian Pool, and described as:

TOWNSHIP 25 SOUTH, RANGE 37 EAST, NMPM
Section 2: NE/4

]

(e) Create a new o0il pool for Delaware production, designated
as the East Mason-Delaware Pool, and described as:

TOWNSHIP 26 SOUTH, RANGE 32 EAST, NMPM
Section 16: SW/4
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(f) Create a new oil pool for Queen production, designated
as the West McMillan Seven Rivers-Queen Pool and described
as:

TOWNSHIP 20 SOUTH, RANGE 26 EAST, NMPM

Section 11: SE/4

(g) Create a new oil pool for Seven Rivers production, de-
signated as the Palmillc-Seven Rivers Pool and described as:

TOWNSHIP 19 SOUTH, RANGE 29 EAST, NMPM
Section 18: NW/4

; (h) Create a new oil pool for Bone Springs production,
! designated as the Quail Ridge-Bone Springs Pool, and de-
' scribed as:

TOWNSHIP 19 SOUTH, RANGE 34 EAST, NMPM
Section 21: NW/4

(i) Create a new gas pool for Morrow production, designated
as the North Quail Ridge-Morrow Gas Pool and described as:

: TOWNSHIP 19 SOUTH, RANGE 34 EAST, NMPM
‘ Section 7: NE/4

(1) Create a new gas pool fer Pennsylvanian production,
designated as the West Tonto-Pennsylvanian Gas Fool and

: described as:

TOWNSHIP 19 .SOUTH, RANGE 33 EAST, NMPM
Section 18: Nw/4

e

h ; (k) Create a new o0il pool for Pennsylvanian production,
~designated as the North Williams-Pennsylvanian Pool and
described as: '

TOWNSHIP 13 SOUTH, RANGE 32 EAST, NMPM
Section l6: Nw/4

N N XL e e s g6

(1) Change the name of the Greenwood-Wolfcamp Pocl, Eddy
; : County, New Mexico to Shugart-Wolfcamp Pool, Eddy County,
Y- H . - N

c ; New Mexico, comprising the following described acreage:

;o

e - - . ' RS T
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(r) Extend the Anderson Ranch-Wolfcamp Pool to include:

TOWNSHLE_}B SOuUTH, RANGE 32 EAST, NMPM
Section 28: S/2 Sw/a

(s) Extend the Artesia Queen—Grayburg—San Andres Pool
to include:

TOWNSHIP 17 SOUTH, RANGE 28 EAST, NMPM
Section 32: NE/4

(t) Extend the Caprock-Queen Pool to include:

TOWNSHIP 13 SOUTH RANGE 51 EAST, NMPM

I

gection 10: SE/4

(u) Extend the Cruz-Delawvare Pool to include:

cowNSHIP 23 SOUTH, RANGE 32 EAST, NMPM
Section 24: SE/4

(v) Extend thhe Doy Canyon—Grayburg Pool to include:

TOWNSHIP 16 SOUTH, RANGE 27 EAST, NMPM
Section 27: SW/a NE/4
Section 34: NW/4 NW/4

(w) Extend the Dollarhide-Queen Pool to include:

TOWNSHIP 24 SOUTH, RANGE 37 EAST, NMPM
Section 24: NE/4

(x) Extend the Drinkard Pool to include:

TOWNSHIP 21 SQUTH, RANGE 37 EAST! NMPM
Seciion 30: E/2 NW/4

) Extend the Empire-Abo\Pool to include:

TOWNSHIP 17 SOUTH, RANGE 29 EAST, NMPM
Section 50: S/2 NE/4

TOWNSHIP 18 SOUTH, RANGE 27 EAST, NMPM
Section 16: NW/4 SE/4
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(z)

(aa)

(bb)

(cc)

Extend the Jenkins-Wolfcamp Pool to include:

TOWNSHIP 9 SOUTH, RANGE 34 EAST, NMPM

Section 10:

Extend the

TOWNSHIP 20

N/2 NW/4
Lea-Devonian Pool to include:

SOUTH, RANGE 34 EAST, NMPM

Section 11:
Extend the

TOWNSHIP 17

SE/4
Loco Hills-Abo Pool to include:

SOUTH, RANGE 30 EAST, NMPM

Section 21:

Extend the

inciude:

(dd)

(ee)

(£f)

(gq9)

(hh)

TOWNSHIP 18

SE/4

Loco Hills (Grayburg-San Andres) Pool to

SOUTH, RANGE 29 EAST, NMPM

Section 19:

Estend the'

TOWNSHIP 19

E/2 SE/4
Lusk-Strawn Pool to include:

SOUTH, RANGE 32 EAST, NMPM

Section 20:

Externd the

TOWNSHIP 17

NW/4
Mal jamar Fool to include:

SOUTH, RANGE 33 EAST, NMPM

Section 32:

Extend the

TOWNSHIP 17

SE/4
Mal jamar-Abo Pool to include:

SOUTH, RANGE 32 EAST, NMPM

Section 28;
Extend the

TOWNSHIP 19

E/2
East Millman-Seven Rivers Pool to inélude:

SOUTH, RANGE 28 EAST, NMPM

Section 28:
Extend the

TOWNSHIP 8

NE/4
Milnesand-San Andres Pool to include:

SOUTH, RNAGE 34 EAST, NMPM

Section 13;

o S

S/2 NE/4




x
I S

-7
Docket No. 5-62

(ii) Extend the Paduca-Delaware Pool to include:
TOWNSHIP 25 SOUTH, RANGE 32 EAST, NMPM
Section 10: W/2 NE/4
Section 28: N/2 SW/4
o (jj) Extend the Parallel-Delaware Pool to include:
|
| i TOWNSHIP 20 SOUTH, RANGE 31 EAST, NMPM
i Section 26: NW/4
1 Section 27: NE/4
(kk) Extend the Pearl-Queen Pool to include:
TOWNSHIP 20 SOUTH, RANGE 35 EAST, NMPM
Section 9: NW/4 NW/4
{11} Exteiid the Russcll Pool toincludce:
f TOWNSHIP 20 SOUTH, RANGE 2& EAST, NMPM
: Section 22: SE/4 SE/4
: Section 27: E/2 NE/4
: ! (mm) Extend the North Skaggs-Drinkard Gas Pool to include:
TOWNSHIP 20 SOUTH, RANGE 38 EAST, NMPM
Section 5: Sw/a
< E (nn) Extend the Vandagriff-Keyes Gas Pool to include:
% TOWNSHIP 16 SOUTH, RANGE 28 EAST, NMPM
Section 33: NE/4
(00) Extend the Whites City-Pennsylvanian Gas Pool to
include:
TOWNSHIP 24 SOUTH, RANGE 26 EAST, NMPM
Section 20: E/2
CASE 2495: Northwestern New Mexico nomenclaturec case calling for an

order extending certain existing pools in Rio Arriba,
San Juan and Sandoval Counties, New Mexico.
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(a) Extend the Ballard Picturcd Clif{is Fool to include:

TOWNSHIP 26 NORTIHi, RANGE 8 WEST, NMPM
Section 13: NW/4

(b) Extend the Tapacito-Pictured Cliffs Pool to include:

TOWNSHIP 26 NORTH, RANGE 4 WEST, NMPM
Section 26: NW/4

(¢) Extend the Blanco-Mesaverde Pool to include:

TOWNSHIP 26 NORTH, RANGE S WEST, NMPM
Section 18: W/2 ‘

TOWNSHIP 31 NORTH, RANGE 13 WEST, NMPM
Section 9: E/2
Section 10: W/2
Scction 15: W/2

(d) Extend the Cha Cha-Gallup 0il Pool to include:

TOWNSHIP 29 NORTH, RANGE 14 WEST, NMPM
‘ i Section 25: E/2 NW/4

(e) Extend the Escrito-Gallup 0il Pool to include:

TOWNSHIP 24 NORTH, RANGE 6 WEST, NMPM
Section 31: W/2 NE/4

TOWNSHIP 24 NORTH, RANGE 7 WEST, NMPM
Section 22; E/2 NE/4

TOWNSHIP 24 NORTH, RANGE 8 WEST, NMPM
Section 12: W/2 SE/4

(f) Extend the Horseshoe-Gallup 0il Pool to include:

TOWNSHIP 30 NORTH, RANGE 15 WEST, NMPM
Section 19: W/2 NwW/4

TOWNSHIP 30 NORTHl RANGE 16 WEST, NMPM
Section 24: NE/4 NE/4 '

A A AP Y Mt e A3 g .
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(g) Extend the Totah-Gallup 0il Pool to include:

TOWNSHIP 29 NORTH, RANGE 13 WEST, NMPM
Section 20: E/2 SE/4
Section 21: W/2 SW/4

£ Fric AN WS SR

AR




VERITY, BURR & COOLEY
Cynt {';i";fé'rronNEvs AND COUNSELGORS AT LAw
KEREE IR " 'SUITE 1852 PETROLEUM CENTER BUILDING
FARMINGTON, NEW MEXICU

Vit
4

. N ea s
GEO. L. VERITY &0 AL £ =y oa o n :‘t}'ﬂ'il ;1«1’ 1962
JoEL B, BURrJaT © .

Wi, J. COoLEY

TELEPHONE 325-1702

NORMAN S. THAYER

Hew Kestico 011 Conservation Comuilssion
po O EOJ)Z 871

gﬁ Santa Fe, Kew hexico

l Rer Interpretation Orders Hos. R=2068-3, R«2100«4,
| R=2151e/i, and Re2152-7,

Gontlenent

This will acknowledge receipt of copies of each of the above relerred
to Orders.

Paragraph 10 of the Findings of each of these Urders provides aé
followss “That it is improper for operating costs to be asvessed

as a percentage of well costs; accordingly $75.0¢ per month should
be fixed as the cost of eperating the subject well and each none
consenting working interest owner should be assessed with his share
of such cost, to be paid out of production.” Paragraprh ¢ of the
Order »f each ©of the above referred to Orders incorporates the above

Findings into the Order portion of cach Crder.

It is, of courgsae, obvicus that the specific pertion of the Orders
referred to is making reference to supervision costs as there are,

of course, many direct operating costs, and I am ~dvised WHre Re S
Morris, CGenearal Counsel for the Commission, that this is what is
intended by the language used, and, in lignht of this interpretation,
Southvest Production Company will accept this portion of the Urders
and nake charges to the respective wells accordingly.

Yours vary truly,

VERITY, BURR & COCLEY

A 7
Geo. L. Verity ‘

GLV/kp
cct New Mexico (il Conservstion Commission
Astec, Kew kexico

Secuthwest FProducticon Company
Dallas, Texas
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CHAIRMAN
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.EE‘;F A. L. PORTER, JR.
i
DIRECTOR

LANO COMMISSIONER
€. S. JOHNNY wALKER
MEMBER - SECRETARY -

Mr. George Verity
APPLICANT:

verity, Burr & Cooley
Attorneys at Law :
182 Petrolsus Center puilding M y

lenqtcn. HeWw NneRrv™

of the above—referenced

t case.

pear Sir:
are two copies

nerewith
in the subjec

Enclosed
ecently entered

Commission order T
Very truly yours.

"1, PORTER, JT-

! Secretary—Director
% ix/
% carbon copY of order algo sent to:
Hobbs 0CC_X
i Artesia OCC,
Aztec OCC____%X—

Mx. Howard Bratton

Nr. Georgs® gelingexr
& Mx. garrett whitworth
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b BEFORE THE OIL CONSERVATION COMMISSION
| OF THE STATE OF NEW MEXICO

IN THE MATTER OF THE HBARING
CALLED BY THE OlXL CONSERVATION
' COMMISSION OF NEW MEXICO FOR
THE PURPOSE OF CONSIDERING:

CASE No, 2453
Ordex No. R-2152-A

APPLICATION OF SOUTHWEST PRODUCTION
COMPARY FOR AN ORDER POOLING A 320~
ACRE GAS PRORATION UNIT AN THE BASIN~
DAXOTA GAS POOL, SAN JUAN COUNTY,

NEW MEXICO.,

ORDER OF THE COMMISSION

BY THE COMMISSION:

This cause came on for hearing at 9 o’clock a.m. on
February 14, 1962, at Santa Fe, New Mexico, before the 0il Con-
gsexvation Commigssion of New Mexico, hereinafter referred to as

the "Commission."

NOW, om this__ 18th day of April, 1962, the Commission,
a quorum being present, having considered the testimony presented
ard the exhibits received at said hearing, and being fully advized

in the premises,

FIXDSs

(1) That due pubiic notice having been given as required by
law, the Commission has jurisdiction of thiz cause and the subject
matter therxeof.

: (2) That the applicant, Southwest Production Company, seeks
) an ordsr pooling all mineral interests in the Basin-Dakota Gas

: Pool in the B/2 of Section 7, Township 30 Morth, Range 1l West,
NMPM, San Juan County, New Mexico.

(3) That the applicant has made diligent effort to identify
and to locate all owners of interest in the proposed proration
unit.

(4) That the applicant has made fair and reasonable offers
to lease, to obtain quitclaim deeds, or to communitize with
reapect to each nom-consenting interest owner whose identity and
address is known.

{5) That although the applicant has made fair and reason-
able offers and has been diligent in itas efforts to form the
proposed proratiom unit, there remain non-comsenting interest
owners in the subject proration unit who have not agreed to the
pooling of their interests.
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Order No. R-2152~-A

(6) That to avoid the drilling of unnecessary wells, to

jvp:\:cn:ec.:t corralative rights, and to a£foxd to the owner of aach
~interest in saiq proxation unit the opportunity Lo recover ox
- receive without unnecessary expense his just and fair share of

the gas in the Basin-Dakota Gas Pool, the subject application

. should be approved by pooling all interests, whatever they may
‘ba, within said unit.

(7) That the applicant proposes to dedicate the subject

éproration unit to its Ruby Jones Well No. 1 located in the

SW/4 NBE/4 of said Section 7, which well has basn completed %
the Basin-~Dakota Gas Pool.

(8) That the applicant zeeks permission to withhold the
proceeds from production attributable to each non~consenting
working interest until such time as each interest's share of the
cogts of said well have been recovered, plug 25 percent thereof
&8 a charge for the risk involved in the drilling of the well,
Plus 10 percent thereof as a charge for operating costs,

i{9) 7That the applicant should be authorized to withhold

the proceads from production attributable to each non-consenting

working interest until such tiwme as each interest's shara of the
costs of said wall have been recovered, plus 25 perxcent thereof
as a charge for the risk involved in the drilling of the well.

{10} That it is improper for operating costs to be assessed

as a percentage of well costsy accordingly, $75.00 per month shoulg

be fixed as the cost of operating the subject well, and sach non-
consenting working interest owner should be assessed with his
share of such cost, to be paid out of production.

{11) That the applicant should furnish the Commission and
each known non-consenting working interest owner in the subject
unit an itemized schedule of well costs within 30 days following
the date of this orxder.

(k2) That any non-consenting working interest owner should
be afforded the opportunity to pay his share of well costs within
30 days from the date the schedule of well costs is furnished him
by the applicant in lieu of paying his share of costs out of pro-
duction.

(13) That ail proceeds from production from the subject
well which are not disbursed for any reason should be placed in
escrow in San Juan County, New Mexico. to be paid to the true
owner thereof upon demand and proof of ownership.

(14) That Southwest Production Company should be desigmated
the operator of said unit.

(15) That Order No. R-2152, previcusly entered in this case
on December 21, 1961, should be superseded.




‘Order No, R-2152-A

' 8W/4 NE/4 of said Section 7.

;the operator of said unit.

L3

CASE No. 2453

1T XI5 THEREFORE ORDEREDL:

(1) That all mineral intersests, whatever they may be, in i
the Basin-Dakota Gas Pool in the B/2 of Section 7, Township 30
North, Range 1l West, NMPM, San Juan County, New Mexico, are

hereby pooled to form a 320~acre gas proxatlon unit, Said unit
shall be dedicated to the Ruby Jones Well No. 1 located in the

(2) That southwest Production Company ie hereby designated

{3) That Southwest Production Company is hereby authorized
to withhold the proceeds from production attributable to each non-
consenting working interest until such time as each interest's
share of well costs have been rxecovered, plus 25 perxcent thereof
as a charge for the risk involved in the drilling of the well.

{4) That $§75.00 per month 18 fixed as the cost of operating
ths subjast well, and Scuthiwest Fioduction Company is hexeby
authorized to withhold from production the proportionate share of
such cost attributable to aach non-consenting working interest,

(5) That any unsevered mineral interest shall be considered
a seven-elghths (7/8) working interest and a one-eighth (1/8) roy-
alty interest for the purpose of allocating cogts and charges
undex the terms of this order.

(6) That any well costs or charges which are to be paid out
of production shall be withheld only from the working interests’
share of production, and no costs or charges shall be withheld
from production attributable to goyalty interests.

(7) That the applicant shall furnish the Commission and
each known non-consenting working interest ownex in the subject
unit an itemized schedule of well coats within 30 days following
the date of this order. ‘

{8) That any non~consenting working interest owner shall
have the right to pay his share of well costs to Southwest Pro-
duction Company within 30 days from the date the schedule of well
costs is furnished him by Southwest Production Company, in lieu
of paying his share of well coasts out of production. In the event
any such owner elects to pay his share of well cost: as provided
for in this paragraph, he shall remain liable for operating costs
but shall not ba liable for risk charges.

(9) That all proceeds £rom production from the subject well
which are not disbursed for any reason shall be placed in escrow
in San Juan County, New Mexico, to be paid to the true owner
thereof upon demand and proof of ownership. The Commission shall
be notified as to the name and address Of said escrow agent.
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(10) That Order No. R-2152 is hereby superseded.

(11) That jurisdiction of this cause is retained for the
entry of such further orders as the Comuission may deem necessary.

DONE at Santa Fe, New Mexico, on the day and year herein-
abovae designated.

STATE OF NEW MEXICO
OIL CONSERVATION COMMISSION

0L At
EDWIN L. MECHEM, Chairman

W/’

.‘ 8. WALKER, Meilbo reso

04, ),

A. L. PORYER, Jr., Mznbsr & Secretary

esr/
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POOL.

APPLICATION FOR DE NOVO HEARTNG

Cones now the applicant, SOUTHWEST PRODUCTION COEPANY, a co-
partnership consisting of Joseph P. Driscoll and Johr H, Hill, and
reguests that it be granted de novo hearing with regard to the
captioned application; and in support thereof alleges as follows:
| | , 1. That in its application for force pooling order on file

L T
lierein it

alleged and stated fthat it was the owner of a working
interest in the Dakota Formation underlying the captioned acreage;
that it had drilled a well to said Dakota Formation at a location
within said acreage, and that it was entitled to have the entire

} of the above described Section’ 7 declared to be a standard gas

0%
' proration unit, and to have certain unleased interests underlying
P | said acreage force pooled making it the operator of the force pooled
unit, and granting to it the right to produce the entire 320 acres

and retain 7/8ths of all preducts allocated to the interests which

! it does not have leased underlying such unit until such time as it

|
|
i
[+ -
I
!

has been reimbursed in an amount equal to 125% of its actual costs
of drilling, completing, equipping and operating said well, plus a
reasonable compensation for the supervision thgreof.

2. That applicant was entitled to all of the relief requested
inits application, but that in Order No. R-2152 entered by the
Commission on the 21st day of December, 1961, the Commission refused
to grant the pooling application of the applicant in the following -
respects:

(a) It refused to pool all unleased interests in the Basin-

. fﬁz@vm-‘:\



PSRRI Bt

o [ve——

Formation underlying the sbove described acreage, con-

‘Dakotu
Fining the effect of such Order to the interests of only Hsrold
M. Brinhall and wife, bMaleta Y. Brimhaell.,

(b) It refused to grant to applicant the right to produce and
retain 7/8ths of any and all production until such time &s

it had been reimbursed in an amocunt cqgual to 125% of its actual
costs of drilling, completing, ecuipping and operating said
well, plus a reasonable compensation for the supervision thereof,
graniting to the avplicant only the right to retain 7/8ths of

the production on certain interests which it allowed to be
pooled until such time as it had received 10C% of said sums,

on the ground that the well to produce such unit had been
drilled and tested prior to the time that the application wds
n’s Craer Lhierepy rerfused to grant to

' R 1 L R
filerd: +hat the Commissic

the applicant a 25% risk facter for risk which it incurred in
drilling and completing said well, and that applicant is entitled
to such risk factor under the statutes of the state of New
Mexico, and the rules of this Commission.

(c) That the above referred to Order granted to applicant

the right to withhold the proceeds from production with respect
to 7/8ths of each non-consenting unleased interest until such
time as each interest’s share of the costs of said well have
been recovered plus 107 thereof as a reasonable charge for
supervision; that limiting such supervision allowance to 107
of the costs of said well does not adecuately compensate the
applicant for its supervision costs throughout tihe cntirety of
the cperation of the unit, and that such Order should have
granted not less than 10% of the production atltributable to
7/8ths of each non-consenting unléésed interest until depletion
of said well by reason of the fact that supervision will be
required'throughout the life of the production from the unit,

and will not be limited to the period of time while costs of




drilling and completing will e recovered.

LN

o

3. “Thal to ovrolect avplicant correlative rignlts and prevent

waste, applicanl is entit

LN

o 2ll of tha relief i1 recuested in iis

[@F
r

ic
application, and thal it should be granted a de novo hearing with regard
to its appnlication, and upon conclusion thereof this Commission should
enlter an Order force pooling all unleased interesis in the Basin-

Dekota Gas Pool underlying the above described lands maling the
applicant operator of the gas proretion production unit thereunder,

and auvthorizing it to retain 7/&ths of all production from all non-
consenting interest owners in said unit until such time as it has
received 125% of #ll of its costs of drilling, completing and

operating said well plus a reasonable percentage of the production

throughout the life of said unit for supervision thereof.

WHEREFORE, applicant prays that
with regard to its application; that

accord with the laws of the state of

it be granted a de novo hearing
due notice thereof be given in

New Mexico and the rules of

this Commission; that from the evidence to be adduced thereat this
Commission enter its Order force pooling all unleased interests in
the Basin-Dakota GCas Pool underlying the above described lands making
the applicant operatér of the gas proration production unit there-
under, and authorizing it to retain 7/8ths of all production from
all non-consenting interest owners in said vnit until such time as
it has received 1257 of all of its costs of drilling, completing
and operating said well plus a reascnable percentage of the produc-
tion throughout the life of said unit for supervision thereof;
together with such other and further provisions as may be necessary
in order to protect the correlative rights of the applicant «nd

revent waste from the dbove described lands.
p

VERITY, BURR & COOLEY
Attorneys for Applicant

eri
152 Petroleum Center Building
Farmington, New Mexico
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CASE 2453 Appli. cf S‘-OUTHWES?
pROD. for an order pooling all
mineral interests in BASIN-DK POOL.
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BEFORE THE OIL CONSERVATION COMMISSION
OF THE STAYE OF NEW MEXICO

- IN THE MATTER OF THE HEARING
"CALLED BY THE OIL CONSERVATION
" COMMISSION OF NBW MEXICO FOR

THE PURPOSE OF CONSIDERING:

CASE No, 2453
Ordey Ro. R-2152

£ APPLICATION OF SOUTHWEST PRODUCTION
' COMPANY FOR A COMPULSORY PCOLING

i
i

| ORDER, SAN JUAN COUNTY, NEW MEXICO.

ORDER OF THE COMMISSION

BY THE COMMISSION:

i
l

This cause came on for hearing at 9 o'clock a.m. on
Dacember 12, 1961, at Santa Fe, New Mexico, before EBlvis A. Utz,

;(xxaminer duly appointed by the Oil Conservation Commisgion of New

'3
;‘E
(
!!
{
i

:

i

g oes s e o

i

Tfi

mico, haxreinafter referred to as the "Commigsion," in accordance
i WATH Ruis A214 °f ths Commiacion Rules and Reculations.

KOW, on this__ 21st day of December, 1961, the Commission,
a quorum being present, having considered the application, the
evidence adduced, and the recommendations of the Examiner,

1 Blvis A, Utz, and being fully advised in the premises,

FINDS :
(1) That due public notice having been given as required by

{

l

law, the Commission has jurisdiction of this cause and the subject‘

| matter thereocf.

{2) That by Order No. R-1991, entered in Case No. 2288 on
June 8, 1961, the Commission, upon the application of Scuthwest
Production Company, established a 300-acre non-standard gas
proration unit in the Basin-Dakota Gas Pool comprising the E/2
of section 7, Township 30 Noxrth, Range ll West, NMPM, San Juan

‘ bm"' Sow ““-_:iﬂ'\' avr-"ni- tha 8/2 8"/4 8‘/4 thereof.

(3) That southwest Production Company has made a contin-

5 {uing effort to lease or to obtain a communitization agreement with

Harold M. Brixhall and Maleta Y. Brimhall, the owners of said 3/2
SW/4 SE/4 exciuded from the above-described proxation unit, in
order to form a standard 320~3cre Dakota gas proxation unit
comprising the entire E/2 of said Section 7; that Southwest
Production Company has made fair and reasonable offers to lease
or communitize said acreage, but that the said Brimbhalls have

! refused to accept said offers.

{(4) That in the ptuont application, Southwast Production
Company seeks an ordexr pooling all mineral interests in the E/2

k

i
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CABE No, 2453
Oxder No. R-2152

~of gaid Section 7 to form a 320~acre gas proration unit in the
Basin~Dakota Gas Pcol.

(5) 7That no appearance or protest was made by the said
Bximhalls in this case.

‘ (6) That in order to avoid the drilling of unnecessary
.wells, to protect correlative rights, and to afford to the owner
'of each interest in said proration unit the opportunity to recover.
j'or receive without unnecessary expense his just and fair share

rof the gas in the Basin-Dakota Gas Pool, the subject application

i should be approved by pooling the mineral interest of the said
“Brimhalls with the mineral interests owned or communitized by

- the applicant.

‘jonoiQé7 Ei (7) That the applicant proposes fo dedicate the subject
320~acre gas proraiLiciiunit to d Pearl Wilkes we No. 1
A ated 790 feet from the North 1ine and 865 teset Iick the Rast

le rIE | 1ine of said Saction 7, which well has been tested and is capablo |
% ' of producing from the Bagin-Dakota Gas Pool. ?

i (8) That the applicant seeks permission to wiillhhcld tha !

2211£°7 | proceeds from production attributable to seven eighths of each i
, i*non-consanting unleased interest until such time as each interest's

i share of the costs of said well have been reccvered, plus 25 per- !

j;kh“‘z’ | cent thereof as a charge for the risk involved in the drilling of

0 / §§the well, plus 10 percent thereof as a charge for asupervision. |
. g i (9) That the a2pplicant should be authorized to withhold
Lee ' the proceeds from production attributadle to seven eighths of
aach non—connenting unleased interest until such time as each
Z? intarest s share of the costs of sald well have been recovered,
' plus 10 percent therecf as a reasonable charge for supervisionp

v y ‘no charge for risk should be allowed inasmuch as no xisk existed
7- 30/l iiat the time the appiicoticn in this case was filed, the unit well
ihavinq bean drilled and testaed prior to that time. ;

{10) That the applicant should furnish the Ccmnission and
aach known, non-consenting interest owner in the subject unit an |
1tenizod schedule of well costs within 30 days following the date |

of this order.

f IT IS TEREEFORE ORDERED: §
! (1) That the mineral interests owned by Harold M. Brimhall |
| and Maleta Y. Brimhall in the S/2 sW/4 SE/4 of Section 7, Tcunahip
' 30 Noxth, Ramge 1l West, MNPM, San Juan County, New Hexico. are
| hareby pooled with the remsining mineral interests in the E/2 of
. said Bection 7.owmed ox commumitized by Southwest Production
"canpony to form a standard 320-acre gas proration unit in the
' Basin-Dakota Gas Fool.
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(2) That any unsevered mineral interest shall be considered
a seven-sighths (7/8) working interest and one~eighth (1/8) roy-
‘alty intexest for the purpose of allocating costs and charges
‘under the terms of this order.

_ (3) -That the ccsts of development and operation of the
pooled unit shall be borne by each consenting working interxest
.owner in the same proporxrtion to the total costs that his acreage
‘beaxs to the total acreage in the pooled unit.

‘ {(4) That the costs of development and operation of the
pooled unit shall be borne by each non-congenting working inter-
est owner in the same proportion to the total costs that his
. acreage bears to the total acreage in the pooled unit, plus ten
parcent of such amount ag a charge for supervision.

; (5) That any well cogts or charges for supervision which
are to be paid out of production shall be withheld only from the
wozking interest's shara of production from the pooled unit. Ko
;ig‘.wgw cx chargss shill Lo withhsld from productica atizibuitsbls

i i to royalty interests.

52 {(6) That southwest Production Company is hereby designated
as the operator of said unit.

f (7) That Southwest Production Company shall furnish the
*cOmisuon and each known, non-consenting interest owner in the
»suhject unit an itemized schedule of well costs within 30 duys
following the date of this order,

(8) That jurisdiction of this cause is retained for the
entry of such further orders as the Commission may deem necessary.

I3

DONER at Santa Fe, New Mexico, on the day and year herein-
abova designated.

STATE OF HEW MEXICO

(\YT nt\\.muv“nmw'hva lelal 1o d 2l Ddas ]
NFEBTERINY EA ANPEE WAL T P B TN

5 e

EDWIN L. MECHEM, Chairman

Mr
4l Rz

A. L, PORYER, Jr., & Bocratary

S A U S
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OIL CONSERVATION COMMISSION
) P. O. BOX 871
SANTA FE, NEW MEXICO

N

o

.

) TO: Members of the Oil Conservation Commission
Governor Edwin L. Mechem, Chairman

] Land Commisgsioner . 8. Johnny Walker. Member

ﬂ\ A. L. Porter, Jr., Secretary-Director

"' rROM: Richard 8. Morris, Attorney

=/ SUBJRCT:  Cases Nos. D415, 2416, 2446 and 3453, Applications
: - of Southweast Production Company for compulsory

"@ | ) pooling orders.

f | ‘ Atuchod to this uunonndm are proposed orders to
J be entered in the subject cases eich of which involves an
application by Southwest Production Company for compulsory
pocling of a standaxd 320-acre gas proration unit. In each
AW of these cases approval of the 'appueation is recommended with
certain nwmtiam.

Ln “Jl- put. UIC bﬂ.&lllon u-- om.x-u WQLI.W Ot
all -!.m:al interests in a proposed proration unit without
listing those interests which have not consented to wvoluntary
‘pooling. This procedure might well result in the pooling of
interests which were never given a fair chance to join the unit
voluntarily.

b
Sy

: . In each of the proposed orders, however, pooling has
been effected by itemizging the ownership and amount of each non-
consenting mineral interest and ordering those interasts pooled
with the remainder of the minsral interest in each unit which

the applicant alleges to own or have communitized. In this way,




OlL. CONSERVATION COMMISSION
, P. O. BOX 871
SANTA FE, NEW MEXICO
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Memorandum to Members of the
0il Conservation Comnuiseion

only the non-consenting interests divulged by the applicant
are subjected to compulsory pooling.

In each of these cases the applicant has requested
permission to withhold the proceeds from production attribut-
able to each non-consenting working interest until that interest's
share of well costs are recovered, plus 10 percent of such share

-as & charge for supervision, plus another 25 percent as a charge

for risk. The 10 percent figure i1s isascnakle and hasr hacome
standard in the Commission's compulsory pooling orders. The 25
percent charge for risk is reasonable also where the unit well
has not vyet heen drilled, but where, as in each of these cases,
the well was drilled and completed prior to the application for
compulsory pooling, it does not seem reasonable to make any allow-
ance for risk. The operator should have brought the application

before the well was drilled and the risk run.

In summary, these proposed oxrders represent a de-
parture from our past practice of pooling all mineral interests
in a proposed proration unit, by itemixing the individual non-
consenting interests that are being pooled. The orders also
represent the Commission's attitude, hsre expressed for the first
time, toward the disallowance of a charge for risk where thes unit
well was drilled and completed before the application for com-

P QP

PuULSOLY Mjniw .

Decenmber 20, 1961

iz/




VERITY, BURR & COOLEY
ATTORNEYS AND COUNSELORS AT LAW
SUITE 152 PETROLEUM CENTER BUILDING
FARMINGTON, NEW MEXICO

GEo. L. VERITY November 13, 1961
JOEL B. BURR, JR.
WM. J. COOLEY TELEPHONE 325-1702

NORMAN S. THAYER

!
i
i
4
i
}
i

State of New Mexico

0il Conservation Commission
P. O. Box 871

Santa Fe, New Mexico

Gentlemen:

Enclosed herewith is appliction to terminate non-
standard gas proration unit consisting of a portion
of the E% of Section 7, T-30-N, R-11-W, and
requesting that such half section be force pooled.

The only interested parties in such application,
other than the applicant are Harold Marion Brimhall
and wife, Maleta Y. Brimhall, whose address is 6545
First Place, Phoenix, Arizona.

Very trﬁly yours,

s

P. S. We have no objection to this matter being heard
before the Trial Examiner.




GOV ERNOR
eOWIN L. MECHEM
CHAIRMAL

Sitate of Nefo Wexico
Commiggion

L ARD COMMLSSIONER
E. 5. JOHNNY WALKER

STATE GEOL.OG\ST
A. 1., PORT ER, JIR.
SECRETARY - DIRECTOR

MEMBER

B :
' : p. O. BOX 87
SANTA FE

Deceaber 21, 1961

2446, 2416, m(;é?s /

.-2151 & R-2152

CASE NO.
ORDER NO. r~2068-A,

Res

Kr. George verity
verity, Burr & cooley

Attorneys at Law
152 Petroleum Centor puilding

raraington, New Mexico

i ey R RN

Enclosed herewith ave two copies of the above—referenced

Conmission order recently entered in the subject case.

Very truly yours,

P it

A. L. PORTER, Jr.
Secretary—Director

ir/

Carbhon coOpY of order also sent to:

Hobbs OCC x

Artesia OCC
Aztec ocC X

e AT AT 24 4= ’
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I
’ LLFORE THE
r OIL CONSERVATION COMMISSION
Santa Fe, Iiew lMexico
r December 12, 1961
| i LXAMINER HEARING
. g 16 | IN THE MATTER OF: )
£ )
- Application of Southwest Production )
| : H @ Company for an order pooling all )
; — mineral interests in the Basin-Dakota )
! . Gas Pool in the E/2 of Section 7, ) Case 2453
i E Township 30 North, Range 11 West, San }
o 75) Juan County, New llexico. Interested )
l o parties include Harold Marion Brimhall )
= and his wife, Maleta Y. Brimhall, both )
l = of Phoenix, Arizona. )
i~
: ~
A BEFORE: Elvis A, Utz, Examiner
i m ’
i = TRANSCRIPT OF HEARING
| s
| " E MR. UTZ: Case 2453.
E. MR. MORRIS: Application of Southwest Production Company
§ I 53 for an order pooling all mineral interests in the Basin-Dakota
. L; I (= Gas Pool in the E/2 of Section 7, Township 30 North, Range 11
< ;.
Eﬁ !m
?rl g ¢ | ‘West, San Juan County, New Mexico.
% i %; MR. VERITY: George Verity for the Applicant.
] 20
& 5t
g < (Witness sworn.)
il
g MR. UTZ: Are there other appearances?
fg I MR. VERITY: This is an application of Southwest
% I Production Company to set aside a non-standard unit which the,

~ 4 ' :

&
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PHONE CH 3.66%91

ALBUQUERQUE, NE'W MEXICO

PAGE 2

rroration unit whick the Commission previously forred, consisting

of all of the East half of Section 7, 30 North, 11 VWest, except
the South half of the Southwest quarter and to force-pool that
twenty acres with the balance of the East half of Section 7.

JACK D, JONES

called as a witness, having been first duly sworn, testified as

follows:

DIRECT EXAMINATION

BY MR, VERITY:

Q Will you please state your name?

A Jack D, Jones.

Q Mr. Jones, what is your present occupation?
A I'm an independent land man.
Q Are you at the vresent time, and have you been over

the past several mcnths, doing land work for Southwest Production

Company?

A Yes, I have.

e et o , -
0 In the San Juan Basia’ A Yes.

Q Are you familiar with the land situation in the East

half of Seciion 7, Township 30 North, Range 11 West?

A Yes.

Q Do you recall that the Commission has established a

non-standard proration unit excepting the South half of the

N A




PAGE 3
Southkwest quarter?
A Yes,
Q Does Southwest Prodtxdion Cormpany own the ledases in the
§§ talance of the East half of 21?
7 g; A We either have all the leaées or have entered into an
: B operatine agsreement concerning the leases,
Q Have you drilled any Dakota wells on the East half of --
) A Yes, we have.
Q Where is the well located?

A The well would be located in the North half of the, wellj

it would bve the South half of the Northeast quarter.

MEIER REPORTING SERVICE, Inc.

o Q Has it been completed as a Dakota producer?
. A Yes, it has.
Q Do you know approximately when that completion took
> place?
) P~
Fﬂ A Oh, I imagine seven or eight months, or 1ong¢r, ago.

4 QZ:' Q Do vou know who owns oil and gas leases on the South
i
} B g :§ Half, Southwest, Southeast?
i g-:) |
£ A That is unleased.
3 2
e Q Who holds the minerals thereunder?
: - A Harold Marion and Maleta Brimhall.
- Q Have you asked them to join this well or to lease to youf

_ A Several times.

B e R T e T N L T




R REPORTING SERVICE, Inc.
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DEARNLEY-MEIF

PHONE CH 3.6691

ALBUQUERQUE, NEW MEXICO

PAGE |,

Q tiave vou found this possitle to do on any reasonable
basis?
A No.

(Wihereupon, Southwest's Exhibit
Mo. 1 was marked for identifi-

cation.)

Q Directing your attention to Exhibit No. 1, will you
please tell us what it is?

A It is a plat of the East half of Section 7, Township
30 North, Range 1l West.

Q Does it show the twenty acres in question thatt's owned
by the Brimhalls?

A Yes, it does.

Q Are you familiar with the incidents of hazard in

drilling and completing Dakota wells in the vicinity of the East

half of 77
A Yes, sir.
Q In your opinion is there a hazard in drilling and com=-

pleting a well of this type?

A Yes, sir.

Q Could vou estimate for us the incident or hazards in

such an operation?

A It is my opinion that the minimum at least is twenty-

five percent,




DEARNLEY-MEIER REPORTING SERVICE, Inc.

) ALBUQ_U!RQUE, NEW MEXICO

PHONE CH 3-669)

PAGE 5

Q Are you further familiar with the avoroximate cost of
overhead of drillineg and maintaining a Dakota well in this area

in relation to percentage of production?

A Yes, sir.
Q Will you state what that is, please?
A I believe the minimum allowable chareged for that should

be ten percent of the cost of drilling and completing the well.

Q Do &ou know whether or not Southwest Production Company
is willing to comply with any requirements that the Commission
might make if they force-pool this twenty acres in with the
balance of the East half, particularly regarding reports concern-
ing cost of drilling completion and operation?

A Yes. They have indicated thét they would furnish such
reports, and I have requested that they do so in the past

instances.

Q Do you think that it will protect the correlative rightg
of the parties if the Commission establishes this as a standard

320~acre 1mit?

A Yes.
Q And force-pools this twenty acres with the balance?
A Yes.

MR, VERITY: I believe thatt's all we have.

MR, UTZ: Do you want to introduce your exhibit?




DEARNLEY.

ALBUQUERQUE, NEW MIXicO

MEIER REPORTING SERVICE, Ine.

PRONE CH 3.669;

PAGE &

MR.”VERITY: Thank you. e offer Exhibit 1 in evidence

MR, UTZ: Without objection, BExhibit 1 will be entered
into evidence. Any questions of the witness?

MR. MORRIS: Yes,

MR. UTZ: Mr, Morris,

CROSS EXAMINAT ION

BY MR, MORRIS:

Q Mr., Jones, the ten percent that you have requested, now

is that proposed as a charge for risk or a charge for supervision

or charge for both?

A Itts a charge for Supervision,

Q For supervision? A Yes.,

Q What bercentage did you request as a charge for the
risk?

A Twenty-five percent,

Q Twenty-five percent, 1In furnishing a schedule of the
well costs to the Commission, would Southwest Production Company
include in that Schedule any charge for the Supervision of

schedule of well costs?
A No.
Q Would that be excliuded?

A That would be excluded,




R REPORTING SERVICE, Inc.
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DEARNLEY-MEIFE

PHONE CH 3.6691
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PAGE 77

Q Do you have the schedule of well costs available with
vou at this time?

A No, sir, I do not. I have requested that they send
ther: to me, but I haven't received them yet,

Q Do you have any idea of what the approximate cost of
this well was?

A No, sir,

Q Do you know whether any unusual expense was incurred
in the drilling of this well?

A Not to my‘knowledge.

Q Do you know whether any unusual circumstances were

encountered in the drilling of this well that would have borne
out your testimony that risk was involved in the drilling of
the well?

A I don't know if they had any serious trouble on this
well or not. They have had troubles completing other wells and
have had to recement and reperforate with the attendant.risk of
losing the well completely. Besides, I am of the opinion that
any time you drill a well you are undertaking a risk which can
be disproved only by completing the well and the mere fact that
you complete it as a producer certainly hasntt changed the fact
that you entertained that risk when you commenced the well,

Q Mr. Jones, were you the witness in the case that
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resulted in the establishnent of a non-standard, I believe a
36C-acre non~standard unit in this area?

A Yes, sir.

Q What circumstances have changed since the time that

that was heard and that order entered that would justify your

FARMINGTON, N, ™M
PHONE 325.1:82

coming in now for an order asking for pooling?

A Well, at the time we were completely unable to get
along with the Brimhalls, we wished to drill the well, and thatts
why we sought to exclude them. As you will remember, you re-
quested at that time that we make furthéfvattempts to deal with
the Brimhalls, which I have done. I have attempted, both direct-
ly with the Brimballs and through their attorney, to conclude

successfully either an operating agreement or a lease which would

bring this twenty acres into the pool, and I have been completely

MEIER REPORTING SERVICE, Inc.

and thoroughly unsuccessful in my attempts to do so.

i
§§ Q You feel that your offers to them through their attorney
~— Eé have been fair and reasonable under the circumstances?
_. § :é A Yes,
"; h §§ Q When the case was brought to establish thé«non-standard
- 3 ,
- 5? unit, had the unit well been drilled at that time?
: % f A Truthfully I can not remember whether it had or not.
’ : ; Q I think the records of the Commissionhﬁill indicate one

way or the other.

, - S
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A Should indicate that,

Q Is there any reason why a force-pooling application
could not have bteen brought at the time the apnlication was

brousht for non-standard unit in the first instance?

A The main reason was, as you well know, the Brimhalls

FARMINGTON, N, ™
PHONE 32%5.1182

opvosed at that time any force~pooling, and I telieve, as a matter

of fact, their attorney entered an appearance through a letter in

which he stated, well, his letter was a little confused, but the

essence of it was that they would ovppose any forced pooling at

that time. We, at that time, were still trying to negotiate in

good faith with the Brimhalls.

Q So you believe that the circumstances that would, the

change in circumstances that would warrant a new order in this

g

area is that you have made further attempts to secure the voluntar]

MEIER REPORTING SERVICE, Ine.

consent of the Brimhalls and have been unsuccessful?

A Yes, sir,
MR, MORRIS: 1 believe thatt's all.

MR. VERITY: I would like to add to that that we think,

DEARNLEY.-

ALBUQUERQUE, N, M,

from an over-all standpoint, not only is Mr. Brimhall going to be

PHONE 243.6691

better off, but everybody else is, because the way it is right

[1]

now Mr. Brimhall gets zero from his twenty acres and his rights ar

B ,
Sk S erasculated., If Mr. Brimhall appeared at the previous hearing

we would not have objected to the force-pooling and the non-

L%
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lowevers 1f you remember, nis apnearanCe o in the \
1etter wnere he sald phat ne qidntt qesire 1O join.

seen 1N consultation with his avtorney and have pade

ents with nis attorneys which Fr. Rrimhall would

1ative rights 3s goini o ©e enhanced Ly @& Force”

r and i, is 2 reasonable and prope’ thing 1O do under

Ye would also 1ike TO point cut one other £hing, and that 18,

L sre that vie requested the non—standard proration unit we

e prought in.

MR. MORRIS® Do 1 understand, then, that, 18 ghat inter-

Goumnany that owns ghat?

243~669‘

ALDUQU‘!‘OUE, N, M.

PHONE

MR. © pid ®hey re

MRe VERITY: 1 don'?t know b

- i 21 prot.est,, put they said ghat v

certainly veing i
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to pay, what would it ve, their share -7 15/16ths instead of their
share of 16. In other words, they would have to pay a 15th of the

cost of the well rather than a 16th of the cost.

MR. MORRIS: Mr. Jones, where was that well located,

azain?

FARMINGTON, N, ™
PHONE 325.1182

A It would be located in the 60-acre parcel in the North-
east quarter of the Charles Z. and Ruby LaNore Jones. It's
located on that parcel., Therets an irrigation ditch that runs
through that which I haven't shown. They requested that we place
it North of that, so it would be somewhere necar the center,

MR, VERITY: I believe it's in the Hortheast,; Southwest,
Northeast,

MR. MORRIS: Mr. Jones, do you have any further informa-
tion that you can give us regarding the nature of the offers that

were actuaily made to the Brimhalls?

Y-MEIER REPORTING SERVICE, Inc.

;J Eg A I offered the Brimhalls exactly twice as much as the
f — §§ other people leased for. I also requested them to join us and entqr
? - §§ j% into an ¢perating agreement, but on the baSis of a lease I offered
i Vo
?» : gg ‘them exactly twice as much as the other people had leasgd for.
; it KR. UTZ: In bonus or --
: A In bonus, yes,
; - MR. UTZ: How about royalty?
Xy A qualty was exactly the same,
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fR. VERITY: 7That's in excess of cne~eighth, was it not?

A The royalty was 173 percent.
IR, VERITY: I don't have exact well costs on this, but

I can give vou an aoproximation. Our engineer is here and he

says it's approximately eighty to eighty-five thousand dollars

FARMINGTON, N, M
PHONE 32%.118

drilline comnletion cost.

MR. UTZ: Vould that be considered normal for a Daknta

well in this area?
MR. VERITY: Yes, it's a normal cost.

i

MR. UTZ: How deep is a Dakota in this area?

A Around 6700 feset, I believe.

MR, UTZ: Are there other questions of the witness?

The witness may be excused.

(Witness excused.)
MR. UTZ: Do you have any other witnesses?

MR, VERITY: We have nothing further.

MR. UTZ: Are there other statements to be made in

[

ARNLEY-MEIER REPORTING SERVICE, Inc.

case? The case will te taken under advisement.

o .
: [ x t {33
—: Ql

ALBUQUERQUE, N,
PHONE 243.6691
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STATE OF N&W uXICO )
) ss
COUNTY OF RIRNALILLO )
I, ADA DEARNLEY, Court Reporter, do hereby certify that the

oregoing and attached transcript of proceedings before the New

Yy

Mexico 03l Conservation Commissicn at Santa Fe, Hew lMexico, is a
1 s

true and correct record to the best of my knowledge, skill and

ability.

IN WITNESS WHEREOF I have affixed my hand and notarial seal

this 12th day of December, 1961,

,‘94£4) Rstsc s liey”

s el e 3
Notarye Puhlic-Courv Reporter

My commission expires:

June 19, 1963,

I do hereby certir
€ ertify t
a cop's o roourg g? hat the foregoing is

the Ek’:-a;ii:@_{' hosy i
hearg oy 1

the proccedings in

T AR ST e e L
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BEFORE.THE

011, COMSERVATION COMA 1SS ION
santa Fe, New Mex1i co
December 11, 1961
.S gxAMINER HEARING
g )
P = IN THE MATTER OF: ))
i ~
) = Applicanion of Southwest Production } CASE NC.
' ' H S Company for an order pooling all ) 24,53
| Ok =~ mineral interests in the Basin- )
| : S Dakota Gas Pool in the g/2 of Séction )
B E E;J) 7, Township 30 North, Range 11 West, )
o gan Juan County, Hew Mexico. Interested )
@) parties inelude Harold Marion Brimhall )
Fﬁ E and his wife, Maleta Yo Brimhall, both )
| i f~ of Phoenix, Arizona. )
| rl S )
il - )
; 3 Ry )
: Ry = |
it S :
b - & BEFORE: Elvis A. UtZ Examiner ;
P = :
e = TRANSCRIPT OF HEARING
e = :
i - >; MR. UTZ: The next case will Dbe 2453« .
| ™ E MR. WHITFIELD: Case 2453: Application of Southwest
| b Z,
~ - iﬂq pProduction Company for an order pooling all mineral interests
| 3L g -
: - E z‘% in the Basin-Dakota Gas Pool in the Ef2 of Section 7, Township
1 E §: 30 North, Range 11 West, gan Juan County, New MexicOe.
$3
E EL VR. MORRIS: Mr. Bxaminel, the Applicant in this case
- has requested it be continued until 10:00 o'clock tomoryow. 3
P - MR. UTZ: 2453 will be continued until 9:00 A.M. on o
as the 12th. 5
;
P
[
. ;{f?,.i
| =
[N

N ‘aww--.-\.ﬂuuua.mn<.;»,,,«M-,w,~ ke R S T i e i . E T - e i S o i e R et e
AT o i TR N o e i B R R
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STATE OF NBEW MHEXICO )
} ss.
COUNTY OF BERNALILLO )
I, ADA DEARNLEY, Court Repocrter, do hereby certify that |

the foregoing and attached transcript of proceedings pefore the

New Mexico 0il Conservation Commission, at Santa Fe, New lMexico,

FARMINGTON, N. M
PHONE 322.1182

Q
< . .
. | is a true and correcct-record to the best of my knowledge, skill,
Eg and ability.
- —
' g; IN WITNESS WHERECF, I have affixed my hand and notarial
. ES seal this 11th day of December, 1961.
=
—~— ;
S |
8 A/@J §6/€ -Wée—?/
iz} COURT REPORTER-NOTA?Y PUBLIC
s
RS My commission expires:
S
Py
§ June 19, 1963
[ ]
&
=
<
B x -
) Idq hereabh; orii .
o g8 a ann);e.z 7}\)‘{1»?%1‘.,":1‘3’,.‘&;}3?'t the foregoing is
¥ the Exomiome r.. . 0 brociadings in
! Eg heard u,‘m:“w teang off Case o e NS,
| ) o lan G
-~
- A

= S » Exdaniner
ommi ssion

e e ey w3
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ATTORNEYS AT LAW
152 PETROLEUM
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REFORE THE OTL CONSERVATION COMMISSICN
STATE OF NEW MEXICO -

IN THE MATTER OF -

THE aPPLICATION OF SOUTHWEST
PRODUCTION COMPANY FOR AN ORDER
FORCE POOLING THE E4 OF SECTION
7, Township 30 Necrth, Range 11
West, N.M.P.M., San Juan County,
New Mexico, FOR PRODUCTION OF GaS
FROM THE BaSIN-DAKOThA GaS POOL.

Nt M M et St et S N e Nt

9
joil
n
¢]
w2
Q
-

aPPLICATION

Comes now the applicant, Southwest Production Company, a co-
partnership consisting of Joseph P. Driscoll and John H, Hill,
and for its application alleges and states:

1. That it is the owner of o0il and gas leases covering a
portion of the E% of Sectiﬁn 7. T-30-N, R-11.%W,  N.M.P.M., San
Juan County, New Mexico, and that it has entered into a communi-
tization agreement with the owner of the remainder of the acreaqe
underlying said half section under the terms of which communiti-
zation agreement the applicant is constituféd as the "operator”

thereof.

2. That heretofore this Commission entered its Order

~creating a non-standard gas proration unit for production of

gas from the Basin-Dakota Gas Pool consisting of all of the
above described E4 of Section 7, T-30-N. R-11-wW,  N_M_D.M,,
excepting the 5S4 of the SW4SE%; that it desires that the Commis-
sion vacate its Order creating such non-standard gas proration
unit and make the entire E4 of said section one proration unit
for the‘production of gas.

3. That although applicant owns an o0il and gas lease
covering the S3SWiSE4 of the above described Section 7, the
validity of said oil and gas lease is contested by Harold Marion
Brimhall and wifs, Maleia Y. Brimhall, who are the owners of the

mineral interest underlying said 20 acres which is subject to

-1~




such oil and gas lease; that because of the contention of such
individuals regarding the validity of such o0il and gas lease,
applicant has endeavored to obtain a lease trom said individuals,
and also to enter into an agreement for the production of gas
from the entire E3 including said 20 acres, and has been unable
to do so; and, that applicant is entitled to an Order of this

Commission pooling the entire E4 of the dabove described Section

7 for production of gas from the Basin-Dakota Gas Pool.

4. That heretofore applicant has drilled and completed a

| well located in the NE4SWiNE4 of Section 7, which well was

completed as a commercial producer in the Basin-Dakota Gas

Pool; that applicant is entitled to be made the operator of

the production of said well for the entire pooled acreage.

‘ S. Thafkthere was considerable risk involved in the drill-
: ‘ing of the above described well, and under the statutes of the

l State of New Mexico and the rﬁles and regulations of the 0il
Conservation Commission of the State of New Mexico, applicant

is entitled to, and should be allowed to take and receive for
its own use 7/8ths of any and all production had from the above
described well until such time as it has been reimbursed in an

amount equal to 125% of its actual costs of drilling, completing,

equiping and operating said well, plus a reasonable compensation
. for the supervision thereof.

§ . 6. That the force pooling Order herein requested is neces-
L

j§~ . i sary in order to prevent waste and protect the correlative

! i rights of the parties.

WHEREFORE, applicant prays that this appiication be set
down for hearing at an early date, that due notice thereof be
given in accord with the rules of this Commission and the laws
of the State of New Mexico, and that after hearing and from the

§ evidence to be educed fheréat this Commission enter its Oxrder

. VERITY, BURR
& COOLEY

| ATTORNEYS AT LAW

. 152 PETROLEUM

 CENTER BUILDING

FARMINGTON,
NEW MEXICO




i
|
!
i

¢!

said One-~half section.

VERITY, BURR
a COOLEY
AYTORNEYSE AT LAW
152 PETROLEUM
CENTER BUILDING
FARMINGTON,
NEW MEXICD

Bx/ﬂéé{:f

terminating the non-standard proration unit consisting of all the
East Half (E%) of tﬁe above described Section 7, except the
Lswk%SEY thereof and force pooling the Dakota formation under-

lying the remaining standard proration unit consisting of all

VERITY, BURR & COOLEY
-

Geo. L. Verity,

Attorneys for Applicant,
Southwest Production Company




