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LkRe SETH: On behalf of the Lea County Operators we would like to return to Case 152,
the Grayburg and Western Production Coe matter, The ammounced decision of the Come
mission we fear will esteblish a bad precedent or a precedent that might be trouble=-
somees It may be right in this cases But this departure from a unit allowable to a
lease allowable might cause all manner of complications, and as I understand that
application would==~the order of tie Commission would authorize that in certain casase
I would like on behalf of the Lea County Operators to have en opportunity to get a
copy of the transcript and be further hearde The unit allowoble has been the rule

in thls State for so long and operated so well we question anything that might be a
departure from its As scon as weo can get the transcript and a copy of the appli=
ocationg Lea County Oporators will sither ask for further hearing or withdraw their
objections, I also want to call your attention to the faot that the notice gave no
warning other than unorthodox location of wellss It comes to us entirely by surprise,
and as a matter of fast, we couldn®’t hear one third of the testimony tokon on tho
metter this mornings I Lope the stenographer could hear more of ibs

CCiMIISSIONER SPURRIERs Judge, your thought is to ask for the case to be continued?
MRe SETH: That®s righte

COIMISSIONER SPURRIER: Mlore or less indefinitely?

MR. SETH: We don't want tc delay these peoplee We want a chance to study the trane
scripbs I hope the stenographer heard morse of it than we did sibting in the baocke
COMYISSIONER SPURRIER: The cbjection, if there is any, is to the allowable or to L.
proration scheme, not to the drilling of the unorthodox locations?

MRe SETH: DNot abt all, no. We have no objection. to thate That 1s what we thought
the application was fora

COMMISSIONER MILESs I iried to question somebody on thate I wasn?t sure that I
understood it fully, too. This morning I thought that perhaps somebody would bring
up some objections and I talked to some of the people later, and they said they
didn't hear the testimony,

MR, SETH: The matter is two wells on more than a 40-acre allowable being produced
through those two wells, as I understoend the propositions

MR, COCHRAN: If the Commission please, Grayburg and Western Production Coe regret
that some of the people here didn!t hear all the testimony this morninge We oertaine
ly want Lea County Operators to have a chance to review the testimonys However,
naturally since there is no objection to the drilling of unorthodox locations, end
since Grayburg has two rigs aveilable, they would like to prooeed with the drilling
of ‘the first two wellse

MRe SETHs No objeotion on our part to thate

MR. COCHRAN: And naturelly also with reference to tho allowablo question, they
would like that the matter not be ocontimued for any longer time then possible be=
cause it is an extensive drilling program snd they would like to know what their
allowable position ise Now, with reference %o Mre Seth's remarks about the notice,
Well, my observation has been and I belicve the Commission wi}l agree that in un
application asking for any unorthodox location it always involves a question of
allowoblee I mean that appears to me to be part of the question itselfs And it
certainly wasntt Grayburgts or Western Production Coets idea that the notice not dise
close fully everything thet they intended to presents And I know that wasntt in the
mind of the Commission when they prepared the noticee But we would like to go shead
with the drilling of these wells, and go into this allowable question further with
the Lea County Operators at the earliest possible datee It may be that Mrs Morrell
might have some suggestions with reference to this that might be helpful,

MRe MORRELLs If the Commission please, the thought occurs to me in view of the fact
that I had considerable contect with the formulation and preparation of the agreement
leading to the applicetion to the Commission that I might be able to add some history
end background and thoughts that might be helpful to the operators in Lea Countys
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wonder though at this time whether to save the time of the Cormission to al low
you to proueed with the remainder of the cases on your docket and upon completion
of those I would be glad to make several romarks for the benefit of the Lea County
Operatorse
COMISSIONER MILESs Mre Seth, you wanted an opportunity to sbudy the tostimony?
MRe SETH: TYese It may be that under the circumstances Grayburg is cntirely propere
But we don't know and we don't want a precedent estanlishods That is our whole
interecste
COMEIISSIONER MILESs You will as soon as possible ===
IRe SETH: As scom as we get ite~the stonographerfs transcripte
COMMISSIONER MILES: Then it will be continued until such Uime as you have an oppors
tunity to study the transcript,
MRe SETH: All righte
}Rs COCHRAN: The continuance will be only as to the allowable question? The un=-
orthodox locations are granted?
COMVMISSIONER MILES: Anybody else want to say anything?
MR, MORRELLs Will I have an opportunity to say something afiter the flnlsh of this
meoting?
(CLMISSIONER MILES: VYes, sire
MR+ MORRELL: I may be able to answer some thoughts that have not been yet presented,
COMAISSIONER MILES:s We will be glad to hear youe Call the nex¥ ocaso

(Mr, Greham reads the notice of publication in Case Noe 155,)
MR, CARD: I represent Lea County Operators,
COVMISSIONER SPURRIERs Mre Card, will you please come forward?
MR, CARD: I represent Lea County Operabors Committee, This proposed order was conw
sidered at a meeting of the Les County Operators Committee yesterday and it was une
aninously==the motion was unsnimously adopted that this proposed order should be
prosented to the Cormission for adoptione lre Hosford,
MR~ SETH: As the Commission secs, it is a paragraph to take the place of two paras
graphs in the old Order 52 I would like to have lir. Hosford sworme
Bugene Hosford, having been first duly sworn, testified as follows:
DIRECT EXAMINATION BY MR, SETH:

Re Please state your name,
As Bugene Hosforde
Qo By whom are you employed?
Ae Gulf 0il Corporations
Qe In what capacity?
Aa Assistant Chief Production Engineers
Qa You have never testified before this Commissions
Aa NO, Sira
Qs Will you please state your training and qualifications briefly? And experiencee
Ae I graduated from the University of Oklahoma with an engineering degree, and since
that time, the last thirteen years, have been employed by Gulf as an engincers
Qe In oil production?
Ae In o0il production.
Qe Have you been employed in Lea County?
Ae No, sir, I have nots
Qe This order provides for the production of o0il with a certain meximum per cent,
above which they shall not go on any one daye Will you please state the substance
of the order and your view as to whether it is proper or not?
Le 1In effect, the order states that any unit cannot be produced in excess of 125
per cent of its daily allowsble in any one daye In my opinion, the amendment is a
good one in that there is some question in the minds of the pipo line companies &s
to whether they should run svailable o0il that would exceed the summation of the daily
allowable to that date, Now this amendment will clarify this situatione It goes
even further then that, and probably of more importence in that it is a conservation
measurce First, it restricts the rate of flow, and doss not pemit excessive rates,
and this in itself would be more conducive to the proper operation of the reservoire
Secondly, and even more importent these days, is the fact that by distributing the
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0il end gas production throughout the month in placo of producing it in one or two
daysg or I should say in a week's time, it will meke possible a more continuous flow
of natural gas into the gasoline plants, and this in turn will permit more efficient
operation of the plants and minimize wastaze of gase
Qe Under this order a man couldn®t produce a week's allowable in one day?
Ae That's righte
Qe It must be spread more or less evenly over the month?
Ae That is correct,
Qe Do you favor its adoption as & conservation measure?
Ae Yeos, sir, I dos
IRe SETH: I believe that is all we have,
OMMISSIONER MILES: Anyone else have a gquestion?
MRe MORRELL: I would like a clarifiecation of that testimony just presentede 4
week's allowable could be made up in one day?
Ae Could not bes
Qe I would also like a little clarification, if possible, for the benefit of those
who were not in attendance of the Lea County Operators Comaitteec meeting yesterday,
There was one or two that made the comment that this would allow a well to be producc
at the rate of 125 per cent normal allowable for cach day in the calendar month, I
don't think that this is what the ordor intendse
A¢ I dontt believe the order says thet, Mre Morrells I bolieve it says that the
ovmer or operator shall not produce from any unit during any calender month any more
0il than the allowable production for such unit as shovm by the proration schedules
That is pretty plaine The othar provision is that it shouldan!t be produced over
125 per cent of the daily allowable on any one daye
Qe I think your statement is corrcctes I just wanted to call your attention to the
faot so .that there wouldn't be any erronsous improssionss
COMMISSIONER MILES: You were reading from the order?
Ae From the proposed amendmente
COMMISSIONER LIIESs Anyone else? If not, wo will teke it under advisemonte Next
005G e
(Mre Grehom reads tho notico of publication in Case Nos 1564)
MRe CARD: I represont Lea County Operators Committece This proposed order likewise
was considered yesterday in the mocting of the Lea County Operators and & motion was
unanimously adopted that the proposed order be presented for adoption te the Commissio
Re S« Dewey, having been first duly sworn, testified as followss
DIRECT EXAMINATION BY MR. SETHg:
Qe State your name, please,
Ae Re S Dewey.
Qe By whom are you employed?
Ae I am employed by the Humble 0il and Refining Co.
1Re SETH: I don't think it is necessary to qualify Mre Dewey before this Commission,
COMMISSIONER SFURRIERs Noe
Qe Wr, Dewey, please state to the Commission the effect of this proposed emendment
and your views as to whether it is a proper one for conservation of gas and oile
Ae A4s I. understand the intent and purpose of this amendmenty it is to establish
a method of gas proration in an oil reservoir on a comparable and similar basis to N
the method now used for prorating oil in the same reservoire TVhen and if the Com=
mission sees fit to adopt this amcndment, the effect will beto aubomnbicolly set o
top allowable for gas production on a unit basis similar to the btop allowable that is
now in effect for oil production on a unit basise
Qe It is applicable only to pools producing both oil and gas?
Ae That's righte It is limited to those oil end gas reservoirs in which the Come
mission has deemed it advisable to set a limiting gas-oil ratioe It does not rcfor
at all to gas fields where no oil production is availables I beclicve that it is a
conscrvation mcasure in keeping with the statutes as outlined in Seotion 12, and that
it will afford the oporators an opportunity to more nearly rccover their proportionate
part of the o0il and gas underlying their propertiess I think the first paragraph has
partiocular rcference %to the first paragraph of Section 12 of the statutese I believe
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that is all I have to say, unless somebody has & question they carc to aske

Qo The effect of it would be this, as I understand ite If the oil=gas ratio is
4,000, and the top unit allowable is 40 barrcls, it would be 40 times 4,000, which
would be all the gas from e fleld producing both o0il end gas==all the gas they
would be permitted to produce?

Ao, That is correct, If an operator on one unit had an oil well under the current
proration schedule the Commission nad establishedw=s limiting ratio of 4,000 for that
particular reservor and the allowable of 40 barrels~-then the operator on that ad-
joining tract of land who had a gas well would be permitted to produce 40 times
4,000 cue fte of gas per daye

Qe You welcome its adoption?

A. I dO.
Qe And you appear here for the Lea County Operators?
Ae I doo

iRe SETH: That is all,
COMiISSIONER SPURRIER: Mre Dewey, just for the purpose of c¢larification for my-
561 eces
COMMISSIONER MILES: And me to. (Laughter)
COMMISSIONER SPURRIER: And Governor Miles. I interpret what you have said, and
Judge Seth has said, to mean that any pool in Wew lMexico, or Lea, Eddy and Chaves
counties, New Mexico, that has & gos=0il ratio will fall within the meaning of
this order. But that fields which do produce oil=-wsell, for example Langlle~liatbtix-
and have no gas=oil ratio will not be affected by this order.
Ae Thot is my interpretation of ite I think that is the intent of this amendment.
COMMISS IONER SPURRIER: While the Commission has no order which defines a gas well
from an oil well, or a gas pool from an 0il pool, this order has the purpose of
preventing the withdrawal of excessive amounts of reservoir enorgy in the form of~
gas from a pool which is primarily an oil pool?
Ae That's rights It is an order Yo equalize the withdrawals between operators,
to give everybody the same opportunity to recover the fluids and bonefit by the
cnorgy contained in the gase
COMMISSIONER SPURRIER: That is all I have,
COMMISSIONER MILES: Anyone slse have any statements or questions?
MR. MORRELL: Governor Miles, I would like to enber in the rccord that we do concur
in that propossed order as to Federal lands, We arc at the present time using thet
exact processe We have two wells on a Pederal lense in tho Squarc Lake pool pro-~
ducing solely gas from a definite oilwproducing zonc., And they have beon allowede
although not taken the opportunity==to produce the allowable gas=oil rabtio to the
top 0il allowoble for that poole Wo are doing thoe same thing for thc Amon Ge
Carter well in Seotion 22 South, 37 Bast, which was recently oomplcted as a gas
producing well in the Drinkard zonee. And they are limited to withdrawals cxactly
in accordancc with this proposed order,
COMMISSIONER MILES: Anyone else wish to ask any questions or make any statements
regerding this matter? If not, it will be taken under adviscmenb.
1iRs GRAHAM:; Moy I ask one question? Judge Seth, this suggested amendment Yo the
Commissionts orders Where do you suggest it go?
iRe SETH: I dontt think it is on the general Lea County orders That is where I
think it belongs. 712,
1R. GRAHAM: 712, but no specific section?
MR, SETH. No, Jjust a new ruls.
MR, GRAHAM: That will be an addition to that order?
MR. SETH: Yes, thatts right.
COMMISSIONER SPURRIER: I have a questions I believe that Crder 52 applies to
Lea County only. Is that right?
kiR, SETH: We recommend that it apply to all of them.
COMMISSIONER SPURRIER: The recommendation is that this order apply to Lea, Eddy,
and Chaves counties?
COMMISSIONER MILES: What was the answer, yes?
MR. SETH: Yesa
COMMISSIONER MILES: This case will be taken under advisement and we will proceed
with the next cese.
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(Mre Grehem reads the notice of publication in Case o, 110)
}iRs CARDs 1 represent Iea County Operators Committes. This proposed order covere
ing Case Noo, 110 was also considered iu tho meoting of the Ica Counby Operstors
Comnittoe yesberdaye And a motion was unanimously adopted that the proposed order
be submitted to the Commission for their adoption. We would like 4o call your
attention to the faot that this proposed order doesntt cover gasoline plants and
pipe line operations with regerd %o reclaiming waste oil, emd it is suggested that
the Commission appoint a committes representative of the gasoline plant operators
to write a proposed order.

Re Se Dewoy, recalled for further tesbtimony, testified as follows:

DIRECT EXAMINATION BY MR. SETH:
Qe You are the same Re Se Dewey that testified in the preceding case?
Ae I ame .
Qs Have you gone over this proposed order?
As I hove.
Qa To get the rcoord eleares It is limited cntirely to leasc oil, i3 it not?
he Thatts rights It is an operator?s order.
Qe And it has nothing to do with pipe cleaning, pipeline tank bottoms or the ro-
covery of drippings from gasoline plants?
Ae Thaotts rightc It might have some application in that it sets up somec rules
ond regulations about cleaning plants and that sort of thing, but it is not
epplicable to either pipe lines or gasoline plants in the full sense.
@e Will you discuss the purpose of the order and your view as to it, Mr. Dewcy?
Ae The purpose of this order, as I sec it, is to set up the mecchanios to be
followed by the o0il producer in the rcolamation of tank botitoms and provide means
that such reclaimed production can be disposed of under the regulations of the
Commissione The proposed order sots out in debail thoe method of making reports to
the Commission relative to the amount of rcelaimed merchantable 0il, and provides
a mcans for a processing plant to dispose of the merchantable oily all under the
Commission's dircctions It also sebs out 2 means for any person or firm desiring
to enter into the rcolamation of tank bottoms as a business, how they shall proceecd
to obtain a permit from the Commission to cngage in that businesse Besidos tho
rcolamotion of tank bottoms, it also provides for a means for rcclaiming mordhritthe
pba pil that)is imoiddnt fordrilling Iniopordtiois or othoriisc lost in pitse -
Tho order furthor dofincs. tho torms thed arc uscd™in ths rain body of the ordérs
Qs It requires this rcelaimed o0il % be chargea pack against allowcble of tho
unit, does it not?
Ae Thot's righte Whatever oil merchantoble 0il accumulates and can be recovered
from ‘tenk bottoms is subject to the royalty being paid by thc produccr.
Qe In your opinion, does it provide proper safeguards against any possible cbuse
through thesc reclamation plants?
Ae I think that it will prevent sbuse by these rcclamation plants duc to the fact
that sworn statoments are required from the operator or produccr rclative to the
location and amount of tank bottoms that ore to be processcde And also by the
reclomation unit in the amount of rccovereble merchantsble oil thab they obtain
from such tank bottoms.
Qe It requires the operator of one of these reclamation plents to give bond to
comply with the law?
As That's righte His charter can be rocvoked,
Qe His permit is good only for one ycar and has to come up for recvicw of the
situation cvery years 1Is thoet right?
ALe Thotts right.
¥R. SETHs I believe that is all I have.
COMMISSIONER MILES: Anybody clse have eny questions or statements rcgerding the
matter? '
MRe FAMARISS: If the Commission pleasce Mre Dewey, under rule 1, section d, the
first sentence.
COMMISSIONER MILES:s What are you referring to now?
MR, FAMARISS: Rule , section de 1In this section the following words appears
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"Kothing contained in this Order shall avply to tank bottoms used on the lease
from which the tank bottoms accumulated." Is this construed to mean that if a
tank is cleaned and the bottom used on the leage, no tank cleaning permit is
necessery or mist be filed with the Commiscion, and that there shell be no
charge back of any allowable in this instance? T
Ae That is my understanding of it, IMre Famsrisse That is, if the operator wants
to elean his own tanks, and the oil is not disposed of except in the regular
manner similar to aony 0il prcoduced on the leases The operator doesnft have to
get a permit to clean his tonks.
Qe What do you mean by if it is disposed of in the regular manner?
Ao I think under C-110, the regular form that the opsrstorsses
Qs Isntt that taken care of in the second part, "or to the treating of tank
bottoms on the lease by the producer or operabor where the merchantable oil ro-
covered therefrom is disposed of through a duly authorized transporter as shown on
Form C-110 filed with thc Commissions" Is that particular instancc permitting tho
producer the rightful liberty to treat his own tank bottoms and run them through
a pipe line?
Ay That is the intent of the ordere. If a preoducer desires to treab his om tank
bottoms, he should be permitted to do soe
Qe Yeos, but the first thought in my mind vould not indicabe thate In other words,
nothing contained in this order shall apply to tank botboms used on the leoascs
% treated and sold through a pipe line.
As As I understand the intent of this, Ire Famariss, it is that every operator in
his discretion has the right to go in =2nd clean his tanks and recover what more
chantable o0il he cang and thot merchantable o0il can be pumped right into the other
stock tanks on the loase and be disposcd of in the normal manrer through some
authorized transportcrs Thore will probably be some residus that acecumulatos in
that process that there would be no point in making a roport to the Comission
relotive toe
Qe If we dolote my citation, would not that liberty still oxist?
As  Ch, I think the inforcnce would be thore that the operobor still had the
rights This just sots it out specificallys Hec has the right to rcelaim his own
0il and dispcsc of ite
Qe That part I thorcughly ngrcc with.
Ae Which part do you wish to delote?
COMMISSIONER IMILES: And why.
MRs FAIMARISS: I wish to deloto the followings "Nothing contained in this order
shall apply" and delote the words ™to tank bottoms used on the loaso from which
the tank bobtoms accumulated or®s The deletion is as follows: ™Bo tank bottoms
uscd on the loase from which the tank bottoms accumulated or " Just those wordse
They are the cxact deletions in my roquostes
THE WITMESS: Would you mind reading outw-=-rcading it after you get through with
all this declction busindss? I contt writc as rapidly as this gentlcemen hore.
MR, FAMARISS: Yos, sirey Nothing contained in this Ordor shall apply to thc treabe
ing of tarnk bottoms on the lease by thc preducor or operator wherce thce merchantable
0il reccovercd thorcfrom is disposed of through o duly a uthorized <transporteor as
shown on Form Cell0 £iled with the Commissiong™
Ae You know I can® keep up with this genbleman in taking this thing downs If you
wouldn®t mind going a little bit slawer,
MR, FAMARISS: All right. "Nothing contaired in this Order shall apply to the
treating of tank bottoms on the lease by the producer or operator where the mer=
chentable o0il recovered therefrom is disposed of through a duly authorized trans-
porter as shown on Form C=-110 filed with the Commissione" If the Commission please,
that request 1s made with the folloring thoughte It would seem that a producer
could have the right to6 clean a tank bobbtom into a pit, which would constitute its
remaining on the lease, and destroy that tank bottome And by the inference containm
ed in the words which I requested be deleted, he therefore would come under no
provisions of this ordere He would not have to file a tank cleaning reporte. He
would have no allowasble charge backe So, in deduction, it wonld round itself out
to mean that if a producer==of which there are some~wiwisheg to market his emulsions
through a reclamation plant, then he must £ill out under oath a tank cleaning ordere
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He must go through a very elaboérate test of that emulsion by virtue of A«Pels

Code 25, Section S~=by the way, a minimum nmumber of turns of the centrifuge machine
is 9,000=wond then it is to bo charged back against his sllowables I can only
coastrue this to mean that in order to do buziness with a reélamation plant, the
operator must therefore suffer oxpense and penalty. Whereby, were these words
which I requested deleted, there would be no one exempt from filing a tank clean=
ing report if he had a tank to clean, and the merchantable oil therefrom returned
by the A,Pels test would be charged back against his allowable from the producing
unit from which the acecumulation cames In other words, in my opinion it is an
instance to cvade any jurisdiction of the order in thet specific instance. I have
no quarter to ask at all in the producer being able to treat his own bottomss I
think that is just good 0il businesse I would like also to have clarified this
matter of the shake~out testa

CQIMISSIONER MIIES: The matter of what?

IRe FAMARISS: Shekewout tests Rule 1, Section b, where it states that the emule
sion shall be subject to the centrifuge test as provided under A.P.I, Code 25,
Section 54 Could someone explain to me whalt would constitute the merchantable o0il?%
Shall it be thalt mass above the water ling, or shall it be thak fluid,olil above the
solid 1ine? The reason I ask that is, in a shake-put tesb=-~in a shake-out of a
tank botbtom there is a vory substantial section of solids above your wabter, And
my interpretation is that the crude oil lies above those solidss I would like %o
have that clarified by someone capeble of answering it.

COMMISSIONER LiIIIES: Anyone cars to clarify the peragraph?

THE WITMESS: When you heat that oil to 120 degress as provided here, won't most

of those solids that are-wthat may be considered as merchantable hydrocarbons, won®t
they go into solubtion then? -

MR. FAMARISS: No, Mre Dewey, the tanlk bobttoms which we arc marketing attain
fluidity somewhere above 150 degresse In other words, at 120 degrecs you will have
a solid mess abovo your wabor line.

MR. DUNLAVEYt Iire Dunlavey of Skelly Oils WVheré are you getting these 150 degrees?
MRe FAMARISS: I hove not socurced, nor solicited, or proccssed in any manner or’
obbtained a production tank bottowu The order as submitted covered ths producer,
and inasmuch as there has never been any specific clear method of obbaining a proe
duction tanlk bottom, we have never handled one.

MRs DUNLAVEY: Hew many shake-outs have you taken on a producing property from the
time you have been in business? Not very many on a producing property.

MRs FAMARISS: I have taken several shale-outs on tank bottoms.

MRe DUNLAVEY: What was the temperature of the o0il?

MRs FAMARISS: Everything from cold to 180 degresse.

MRe DUNLAVEY: 180 degress?

MR, FAMARISSs 180 degresse

MRe DUNLAVEY: Whabt do you take a shakewout in?

MR. FAMARISSs In a centrifuge machinec.

YR, DUNLAVEY:; TUnder what conditions?

MRe FAMARISS: IHow do you mean?

MRe DUNLAVEY: You develop a heabt of 180 degreese

MRe FAMARISS: Wo don't hecothe

MRe DUNLAVEY: In hob water?

MRe FAMARISS: No, steams Subject your centrifuge to the stoams Subjeet your
mass before you pour it in to steam.

MR. DUNLAVEY: And you come up with?

MR, F/MARISS: That depends upon what we were samplings If sampling an unclean
bottom, we mizht come up with sixty per cent water, thirty per cent of a parafine -
netured thick mass, and ten per cent of what aould be construed to be oile

MR, DUNLAVEY: I see, If it please the Commissions About eighty-five per cent of
the operators have asked and petitioned the Commission that this proposed order be
edopted, I would lile to ask Mre Famariss if he is an oil producer in Lea County?
MRe FAIMARRIS: No, I am note

MRe DUNLAVEY: Thank yous
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Re KSLLY: I am an independents I would like IMr. Famarris to clarify a statement
he just mzdee I didn®*™ sit in on the Lea County Operstors Committee ordér, But
Hr, Famariss has stated that one producer cen clean his own tank boettoms, cire
culate that good 0il back inbo cther tanks and sell to a pipe line, or he can

hire a service company to do that job for him,

MRe. FAMARISS: Sure.

MR, KBLLY: theat if a producer doesntt want to do either?

MRe FAMARISS: Tlhat do you mean?

MR, KELLY: TWill you drive your service cutfit 150 miles to service a tank bottom?
MR, FAMARRIS: Yes, if there be sufficiemnt cil,

MR, KELLY: In obther words, you are stabing that the independent operator has to
hire at a hich fee someone to service his oil that would not be worth the seswice
his 0il thab-would neb-be-werdlr+the service charge?

MR. FAMARRIS: Nos

}Re KELLY: You state a producer that does not wish towwsunpose o man with a
one-woll leasece The way he 6leans his tank is get his run the best he can and drag
the residuwe out on the ground, He can?®t do that you think?

MR, FAMARTISS: If that was the inference that was made it was corbainly unintenw
tional, I therc is an allowable charge back-wthat by virtue of its going into a
reclomatién markeb=- the charge back is cstoblished by any other disposition
agreemont, including the distriet, is not ¢harged back sgainst the operabor.

MR, KBLLY: In order to further clarify it, would you nloase rcad through it again?
MRe FIARISS: Yes, sir.

COMMISSIOINER MILES: I think if you will just strike out the words he wants deleted
you can read it.

MRo KELLY: All right, sir.

MRe MORRELL: I would like bto intorject a thoughte Thal the suggestion that Mr,
Famarris has made for deletion is rathor acadomic inasmich as every loase operator
has that right under his lease instrumont %o use oil producod on the property on
the lecaseholds And that is all that phrose meanse As I would take it, the primary
purpose is that theroc would be nothing under this proposed order to prevent an opers
ator from doing vhat he could do to toke o tank botbtom and put it on tho leaseholde
MR, FAMARISS: Bub theon if there is a u’lnk clocaning order-~do you bellcve that
there should be exceptlions to the tank cleaning ordeor?

MRs MORRELL: It wouldn®t meke any differcnce whother it is in the ordor or note
Actually this is for transporting and roclamation, and if you use it on a leaso-
hold, you arc not doing anything that comes under this ordere.

IRe KELLY: Would you enswor this? If the tank botbom goss into a reclamation
market, a tank eleaning peimit must be securcd, but if anyone elsc-ebut if any=-
thing else is dome with it, it is not nccessary to socurc onc, and there is no
allowablo charge backs

MRo MORRELL: I think you have a point theree And right along that line, I want
to suggest sémething that may answer Mre Famariss? proposals, We havé a reference
under rule 2, {d) to the tieating of tank bottoms on the leases Now, that is the
only reference that I find, by quick observation, throughout the whole order to a
leasos It ocouwwped to me--the thought I had was to possibly include in the
reference clause in the third paragraph, "the following rules and regulabtions are
hereby adoptéd to govern, regulate and conttrol the ocleaning of all tanks used in
the handling, production, and/or measuring, end storing of crude oil in the Stobe
of lew Mexico, the proeessing of tank bobtboms, the construction and operation of
treating plants, and the picking up" and insert after "picking up" "the removal
from the leaschold on which such oil was produced.”

MRe FAMARISS: Then what, Mre liorrell?

MRe MORRELL: The reclamation from the loasehold on which such o0il is produceds
This would be an order authorizing that rcelamation from the 3oasehold. I think
that would tale ocare of the point that vou have in mind.

MRs FAMARISS: Really what I tried to bmng outwe] can?t say in so many word g
was thet in order to do business with the recclamation plant, the operator suffoers
o penalty, And thab is the way I construed that to bee In other words, the order
applie. when it hits a reclamabion plant, bubt when not, it doesnt., MNaturally,
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it goes back to the same argument I have put before the Commission for the last
year, that no producer will sell me gomething for twenty~five cenbs a barrel that
h, can dispose of and drav two and a half dollars from the well and morkets

IR, KBELLY: Ifr. Morrell, here, clears up thes point I wos bring upe That the
operator have the full ri@t to use his oil any way he wants to on the leasoe

R.» FAMARISS: Ql, JEeSe

Vie MORRELL: I would like to ask one further questiocn.

Undor this circumstance to which you refer, an operator eould clean his own tanks
and place the merchantable oil in a pit and that pit oil could be transported to
'thiS reclamationsese?

MR« FAMARISS: To, that is covered in that ordere He still has to have a charge
hacky whether picked up from the tank or pite Vhabt I was trying to get at is
that there wos no tank cleaning order involved until it was brough'b to a rcelo=
metion plant.
iRe MORRELL: What did you say about putting merchantable oil into a pit?
MRs FAMARISS: I sald a tank could be drewn off intc a pit and burned and no charge
backs ’

MR, MORRELL: But should the producer choose to sell it into the marlet, then he
has to go through a tank cleaning permit?

Re FAMARISS: And AsP,Te test of the ermulsion and allowable charse backe
MRs MORFELL: Qr if removed from the leasehold?

MR, FAMARISS: In obther words, whet I am trying to imply is that in order to do
business with a reclamabion plant an intentional penalty is assessed against

the producer that would remove the producer from the market entirely, If I am
wrong, I would be very happy to be advised of ite

IIRs TEWEY: It is the purposc and inbtent on tho part of the operators in inserting
this requircmemt that operators meke application for disposal of tank botboms off
the lease.
Tle have beon opercting in Lea County since 1928, and up until the last six months
we have done a pretby good job without rcelamation plents, and I dont*t knor of
any waste oil that hasn®™t been taken care of by the operaborse And the purposc
or intent of this order is that if the operstor wishes to dispese,of his oil that
he file and application and obtain o permit, and that is the gubts of the whole order-
COMMISSIONR HMILES: Have you any further statements, Mrs Famariss?

MRe FAMARISS: Yes, I have some I would like to make, please sire Under Rule 2,
Section g in the fourth lime. The word "bond" that it be preceded by the word
"surety"e

COMMISSIONER MILES¢ What is that again?

COMISSIONER SPURRIER: I dont't find thate

MRs DEWEY: A%t thé foot of the page in Section ce ’

1Re FAMARISS: No, it is in the second paragraph under Section a, the fourth lins
out towards the ends It says "approval of bord". Insert the word “surety."! It
is in section ce It was omitbed in that other onec.

COMISSIONER MIES: VWhat is your comment?

¥Re FANARISS: That that word "surety" be inserted preceding the word "bond" %o
further clarify ites This order as suggested, I believe in the test provision,
stated that a reolsmation plant operator would have to come up once a ysar and
petition for a hearing and come before the Commission and go through the expense
and procedure that originally included getting a permit, I would like to suggest
to the Cormission that in lleu of that that some provision for a renewal by conw
sent be placed in the orders And as a suggestionmwthis was very hurriedly written
and there mey be a loophole in ibw= that the follarving words be added to Rule 2,
Section a , fourth paragraph, "Rernewal of permit may be secured by consent of the
Commission for an additional period of one year without the necessity of additicnal
hearing or notice."

MRe GRAHAMe By inspection and recommendation? It occurred to me by inspection of
your plant and o recommendabion by somebodye

MRe FAMARISS: That would be a good ideas By inspection of the operations In
other words, that the Commission satisfy themselves that the operation is legal
and properly operateds I would like also to have a clarification for my benefit
thet should the Commission adopt this suggested order of the operators, would it
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mean that my operations are permitted to go on for one year past the date of
adoption of the order? Should Nos 726, which is my permit to operate~= it has no
time linmit in its And how would it be construed upen the adoption of this order?
COM{ISSTIOER SPURRIERs Is there someons from Lea Counby Operators that could
answer that question?

MR, DEWEY: I thirk it would be a matber for the Commission to decidee.

MR, SETH: Tt probably would exbtend a years

COMIISSIONER SPURRIER: And while we are talking and getting comments, how about
Mre Famariss? question that he Just raised on this fourth paragraphe Vhat is

any operatorts comment on that? -

¥Re IEWEY: Vle thought that this paragraph has covered that situabtion, and that
the plant operator should come back once a year and remew their pormit. Give ths
Cormission a chance to review thc matter.

© COMIIISSIONER SPURRIER: By what specific method, Mr. Dewey?

Open hearing before the Commission or inspection of his plant by some omployee of
the Cormiission or some other means?

MRe DEWEY: Vlell, that is left to the discretion of the Commissione How they
would care to handls thotb, :

Ry FAMARISS: Then the opinion scems to be that the order os existing=T726=-would
continue for ono year past the date of adoption of this ordere

MRe SETI: Isntt that subject to the third paragraph?

MRe FAMARISS: That is why I asked for an cpinione

}Rs CARD:  Your present order would be subject to the hold orders as stated in
Section 2, ne '
COMMISSIONER MIIESs Is this being discusscd for the benefit of the Commission,

or is it a private hearing? I som not gebtbting a word of it,

CQIMISSIONER SPURRIER: Are you getting it, Gene?

THE REPCRTER: Yese ’

MR, FAMARISS: Judge Seth, would you earo to discuss this?

MRe SETH: Iy opinion is that the mew order deesn®™ apply to him until a year after
it is issued. He has a year after that time.

MR, FAMARISS: I wanted that part. If those changes in the order suggestedm=
particularly the deletion and clarification of the method of renewal, whatever

it may bewwin other words, clarify thate I would like to conceds my argument of a
no allowable charge backe I haventt changed my opinion about it, nor have I in
any manrer changed my thoughts as to what is right and wronge However, this conm
troversy cantt go on forever, and if the Commission pleases, and it is agreeable to
mmake those changes which I have suggested, I would like the Commission to know ’
thot the order is acceptable to mee. ¥ithout the revisions which I have suggested,
T have twwo thoughtse One, the matter be continveds That covers them both anyways
COMMISSIOIER MIIES: Let!s go back to this "d" under Rune ls Was there ever any
conclusion with regard to whether these words should be deleted from the paragraph?
MR, SETH: I helieve they should be left there, if the Commission plecasees FDocause

the oil can be used on the leases There is no question about that.

liRe SANDERSON: Engineer of production of the Gulf 0il Corporstions I think it iF
very important that statement "a" be left in the ordere For the reason that we
would like the right to use the bottoms, what remains after the=efor the purpose

of use on the leasey for raods, and any other purpose we seec f£it to use it for.
CQIMISSIOIER MILES: That is the manner in whicl it has been handled prior to the
time of any orders The way you chcose to do so now. Mr. Fanariss, what is your
objection to the words? ’

lRe FAIARISS: That in order to do business with the reclamation plant, the oper-
ator must file a tank cleaning permit. He must meke a very exncting shakeout of
his emulsion and he must charge it back sgainst his allowsbles ~Bub if he dbosn¥ do
business with the reclamation plant, then none of the provisions of the order apnlye
COMMISSIONER MILES: Any dispute on that motter? i
HRe SANDERSON: DNome of the oil could be used without a permite I cantt understand
Mre Famariss?® objections It can't be tolten awaye And as lirs Morrell suggested,
the basic lease has given you the right to use it for any purpose you want to use
it fore I con® see how there will be any waste or any chance of anyoms marketing
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oil not accounced fore

MR, FAMARISS: 1If the basic lease gives the right to use the oil for maintenance of
the lease, why is it neosssary to further state it in this order?

MR, SANDERSON: This is simply for clarification, Because the lease is subject to
the orders of the Comissions

MRe MORRELL: In conneotion with Mre Fameriss?! statement about the necessity of a
producer, in order to do business with a reclamation plant, as compelled to get a
pemit, I would like to edd for nis information and the information of the operators
on public lands thet they will also have to come to us in addition to the Statee

It is provided in the regulations that no o0il should be taken off a lease without

an approved sales contraoct, diversion order, or other arrangement first approveds
And in that same paragraph it is set forth here for clarification purposes, similar
to the menner in which it is included in this proposed order that all contracts for
the disposition of production on the leased land, except that porbtion used for pure
poses of produection on the leased land, We have that same type of provision in our
regulationse It is merely for clarification in this proposed orders I beliove==I
see no objection to ite

MR, ,FAMARISGs If there is nothing else, I have one more piece of informetions

MR. LOVERING: Shell 0il Companye WMre Famariss stated that it would be an imposition
on the operators to make out these permits, ete, and get rid of the oil off the lease,
The operators together made up this resolution here and knowing that it would cause
them additional paper work to handle their oil, and even knowing that, were unanimous
in their agreement in having this thing vresented to the Commission as it ise It is
also inferred by Mre Famariss that since we are going to be penalized on that little
detail we should be penalized on 211 tank cleaning operations which are normally
much greater than treated by an assayere, I don't think it is necessary, and I re=
cormend that paragraph (d) be left ine

MRe FAMARISS: I have this other informastion to place in the record,

COMMISSIONER MILES: Yese

MRe FAMARISS: 1In the hearing of the Commission in the Case 104 and 110, October 15,
1947, the controversy of allowable ocharge back or no charge back was propounded at
guite some length before the Commissione The Commission made the suggestion at that
time=~~I belisve if I am correct it came from Governor Mabrywmsthat a committee be
appointed of the industry to examine the controversys Included on that committee,
Mre Spurrier, was a pipeline company, a major oil companys; & gasoline planit, an
independent operator, a refinery, the United States Geological Survey, and Lea County
Operatorse, That committee met on October 31 and transmitted to the Commission on
November 3 a suggested ordere I don't believe that this has ever been made a matter
of a hearing record, and for that reason I would like to present ite I think every=
body here is soquainted with the orders I would like to present it and have it made
& part of this hearinge These are my originals from my filese Will you need thess?
COMMISSIONER -SPURRIERs No, we have copiese

MR, FAMARISS: That is all I have,s

MRs SETH: If the Commission please, the proposed order that Mras Famariss referred to
was never circulated among the operatorse And we don't know whether or not the
cormittee that prepared the proposed order were representatives of all the producers
involved==purchasers, producers, tank cleanerse The suggestion made by Mre Morrell
about going off the leasess We thoroughly approve thate To limit the scope of the
order,

COMMISSIONER MILES: Anyone elss have any statements regarding this matter?

MR. DEWEY: I discussed this matter of the amount of heat that should be applied in
a centrifuge test with our Chief Pipeline Gauger, and he expressed the opinion %o

me that if you had to heat it much above 120 degrees you get a lot of material that
would settle out as soon as the temperature was reduceds That isy the lighter oil==
elements of the oil were driven off by the heat and just the heavier hydrocarbons
were left, and that from the pipeline standpoint they were not interested in having
somebody try to sell them some oil that had been subject to too much heate It had
been their experience where they had taken oil of that nature that as soon as the oil
had cooled down that it settled out in the first bank along the pipeline system, and
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they had paid for something that they would have to=-that they couldn't get down to
the refineryes And it would tend to fill up their tenks and cost them money to dispose
ofs So, I don't know whether that is permisseble evidence or not in this hearing, I
have no experience myself about the matteres It is just the opinion he expressed to
me about ite

MRo FAMARISS: You say the oil then above the solid mass would be considered merchante
able 0il? ‘

MRe DEWEY: I would think that is the casee But as I say, I have no experience oute
side of his statement to me to justifyy ibe

MRe FAMARISS: I would like to make a statement that we in processing tank bottoms
that we sell no pipeline oile Tank bottoms are not sold for crude oile They are sold
and shipped in tank cars to chemical companies for the recovery of wexese Not one
barrel of tank bottoms we have produced ever entered the crude oil market, The price
is higher for wax purposeses

COMMISSIONER SPURRIER: What do you do with the crude oil afbter treating itd
lRe FAMARISS: Our operation is the dehydration and the clesring up of sediment, anc
then shipping the entire massy which includes the wax and pipeline oils And our
experience is that that oil is somewhere betwsen 10 and 20 per cents, We can't get it
outs If we haed a cracking unit we could, But there is no practical way to do it in
the fielde It goes to Kansas from Hobbs on our operation at the present time, The
freight rates on that oil into Kensas run somewhere in the neighborhood of $1,27 and
they receive on the Kansas market after distillation of the crude $1475 for ite So,
- you see there is no economic value in handling that crude oils

COMMISSIONER SPURRIER: There is some in it, but you include it with your shipment?
MR. FAMARISS: Yes, but it is impossible to get it oute

MRo DUNLAVEY: Are you talking about pipeline tank botbtoms?

Ae Yese

MRes DUNLAVEY: You are not talking about stock tank bottoms?

MR, FAMARISS: Yese

MRe DUNLAVEY: You should clarify yourselfs

MR, FAMARISS: I did, I said that my stetement was for the information of the Com=
mission and the operators on our present tank bottom operationse 4nd we teke no pro=
ducing tank bottoms at alle

COMMISSIONER MILES: Anyone else wish to be heard on this matter? Any other business
before this Commission?

COMMISSIONER SFURRIER: May I ask a question before the case is olosed? Mre Dewsy,
in connection what you saide When is the classification of your c¢il taken?

MRe DEWEY: They go right to the lease stock tankse, The pipeline gauger doese
COMMISSIONER SPURRIER: And all oil is bought on a classification basis?

MR. DEWEY: That is right,

COMMISSIONER SPURRIER: I might add something to the recordesssI must add something
to the records We Cs Garand, attorney for Hardin-Houston, addressed a letter to the
Commzission regarding this cass, and he stated that HardineHouston had no objection to
the order proposed by Lea County Operatorse VWhile I don?t have the letter right her:,
we wil 1 make that a part of this record,

COMiISSIONER MILES: I assume there is no objection from the operavors to that?

MRe DEWEY: I have no objectione

COMMISSIONER MILES: Any other business? Mre Morrell wanted to malke a statement,

I believee

MR, GRAHAM: It was on a.previous casecs
MR. MoCORMICK: It was in 152 that Mre Morrell wanted to make a statamente

COMMISSIONER SPURRIER: Mre Morrsll, before you start, do you want this for the recordf
MRes MORRELL: That would be as the Commission pleasese They may enter it if they so
desire for considerations This would be an extension of my remakrs under Case Noe

152 on the application of Grayburge Based samewhat on the request made by Judge

Seth for further consideration by the Lea County Operatorse This morning I mentioned
a distinction between plant cooperative unit operations as contrasted with those of

an operator solely operating on his own leases Reviewing the history of a cooperative
unit agreement as affecting the Federal lends, which the Grayburg application does,
the department does not approve any unit or cooperative agreement of producing pro=
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perties unless some action is taken over and above normal operationse By that I
mean & secondary recovery projecte That is the basis on which the Gravburg cooperae
tive and unit agreement was approved by the Department of the Interiore They agreed
to a single operator for the unit area and to install a plent to inject gas, which
they have done in approximately nine difforent wells, and at the present time are
injecting into five, The matter of unitizing 40 acres in connection with the drille
ing of unorthodox wells has now been before the Commission for several yearses We
have several in the Grayburg and Square Lake pools in which o third well is drilled
on 80 acres and those two 40's are communitized. The 80macre unit is'to receive moro
than twice the top unit allowable to be distributed among the thrce wells, as the
operator sees fite We have others in the east end of the kKaljamar field involving
1680=acre troctse So, the basic prineiple of unitizing for proration purpascs is
approved, but in all cases still limiting thoss units, whabtever their sizo, to the
top unit allowable per 4C times the dsveloped 40 acrese I have obsecrved for a number
of years a situation under our present proration plen of ths Commission that as wo
approach stripper conditions in the older arcas, that production on some leascs is
actually done on & lsase basis by virtue of the collecting of o0il from threc or four
or more wells into a single tank batterys The effect boing that tho actual amount of
0il from seach individual well is not made of records Well, that situstion has made
it very unfortunate and undesirable for record purposes in commection with secondary
recovery situationse The operators found that to be true in the llaljamar, in the
Vacuum studiess In connection with the studies of a proposed secondary recovery in
the north end of the langlie«liattix poole It seems to me that if this basic lease
allowable for a stripper production could be actually set forth by the Commission,

we may be able to have official records in the State shown in such a manner that

the engineering data is awailable for secondary study purposese That particular
statement goes beyond the intent and purpese of this particular oasee That is merely
made for information purposess In the instant case of the Grayburg, they have an
approved egreemente They have a plan for the drilling of 28 wellse If we can got
additional expenditure of capital for the recovery of oily I think we should encour=
age ite The only objeotion that I could see~rather, the point that the Lea County
Operators would be interested in=ewould be how they would be adversely affcoted by

an order on the Grayburge And so long as the Grayburg order is limited, not in eXoces:
of a top allowabls, the Lea County Operators would not be adversely affected any more
than thoey had been in the past when all wclls were o one well to a 40 and were top
allowable wellss They will endeavor to keep the total production up to top pro=
duction by virtue of the additionsl wells, I would suggest that you encourage the
additional drilling of five=spot wells on unorthodox locations, as they may be called,
in Lea Countyg might be considered on a somewhat similar basis, otherwise we will

not obtain all the oil that could be otherwise recovereds, I believe that I have
nothing furthere I believe that is about the sum and substence of the thoughts I
have, There may be some questionses If the Lea County Operators have any at the
present time I would be glad to endeavor to add to ite

COMMISSIONER MILESt Anyone wish to ask Mre Morrell any questions relative to the
matter?

VMRe LOVERING: What becomes the limiting factor in the number of unorthodox wells on
any particular sized unit? As you say, we admit that every well you get down might
got another barrel of oil, but where is the limiting factor?

MRe MORRELL: You mean as to the total number of wells to be drilled?

MRe IOVERING: What would keep you from having three or four unorthodox wells on one
40 for that matter?

MRes MORRELL: T dontt see any limiting factor except the economics involvede

iR, IOVERINGs VWho would determine that?

MRes MORRELL: The operators Fo= instance, we have right now in the Russell pool==
20=28m=='ive wells to the 40, We are using one 40 acre unit 2l lowable for the five
wellse If we have a basic lease with eleven productive 40wacre traots, we would have
11 times 40 barrels for the basic 1lease allowablee That is the most that that lease
might be produceds It would not make any difference it scems to me to the Lea County
Operators whether it was produced out of 11 wells or 44 ®ellse
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HRe LOVERING: 1t might make some difference to one party vho shows and thinks it is
more economical to produce with a dozen wells than twenty=foure He might have to
drill and produce fram cach of these offsct operators, put in all those unorthodox
losationse
MR. MORAELL: We have that exact procedurs in effect in the Fren pool in 7=3le Max
Friess came to us several years ago and said to us in his opinion he could drill two
wells to the 40 in the seven Rivers pay. In order to work out o wellespecing pattern
so that it would be in a universal menner, and that is one of the things that shoul”
be done and considered in any of these type of well spacingsewwe called a meeting o
the operators--Danciger, Skelly, Fren, and one or two individualse We worked out
and approved two wells to the 40 to the Seven Rivers paye With that approved, we
set up also a wellmspacing pattern for Skelly and Danciger on adjoining leases, They
did not desire to drill two to a 404 At that time they considered i% uneconomice
Our approval was given to Fren 0il Coe with the understanding that it did not re=-
quire an offset to the second well by the adjoining operatorse They would have the
same privilege and same right to follow the same spacing pattern, but it was loft to
theme They have since followed it and are drilling 20=acre wolls, Danciger ish . .-
COMMISSIONER MILES: Gentlemen, I am sure that this is a matter of great interest to
all, but as far as what it will eccomplish here at this time, I cen'!t sec,s I think
it should be called at a meeting of the opcrators and discusscd at some future timee
iRs MORRELL: The only reason I mention it here at the time is you might want to
hear ite
MR. COCHRAN: The Grayburg has outlined a specific progreme This thought has occur=
red to mee As Mre Morrell has seid, in some instances there have been 4 wells drilled
on a 40-acre tract, In meny instances, 5 wells on a 160 acre tracty In the proposed
drilling of the Grayburg wells, this situation may ococurs That on 160=acre tracts
there may be four wells of which three wells are top allowable wellse And the fourth
well doesn!t gquite make top allowables And in this spacing pattern, I believe the
fivewspcts are located about 25 feet south and 25 feet sast of the center of the 160,
Welly, undoubtedly the Grayburg, if it happened that the second well on a 40 fell on a
40 that there was a well that would meke top allowable, then they would have to como
in im order to produce top allowable from 4 wells out of 5§ wells, and either ask that
that location be moved 50 feet to the 40=acre tract where there was a well that didntt
quite make allowable, or they would have to go through this cooperative unit and file
with the Commission and ask permission to unitize each 160-acre tracte So that they
coulad produce the allowable for four wells out of five wellse If they are not porw
mitt ed to do it on & lease basis, then that can destroy to & certain extent the
spoceing pattern and some of the wells may have to bs changeds
COIZRISSIONER MILES: Anything else?
MRe O(OCHRAN: One more thinge On using 160-acre unitse That would mean that every
other five=spot would have to be eliminated because there would be a fiveespot in
between.
COMMISSIONER MILES: I lost the first part of that statemente
MR. COCHRAN: I say if it is necessary in order to produce this allowable from 160
from 5 wells, then ever  other five=spot location would be affeoted in that there
will be a five=spot between the north row of wells on & 160, and the South row of
wells on the adjoining 160e So a number of those mizht have to be climinateds
COMMISSIONER MILES: Does anyone else have a statement to make? If not, the Com=~

mission will be adjourned,
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