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

REGULAR HEARING

IN THE MATTER OF:

(De Novo)
Applicatlion 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
unknown heirs of D, M. Longstreet, and
Robert E., Alice L., and Samuel G. Goodwin,
or their unknown heirs.

and

CASE NO.
2415

(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-Mesaverde Gas Pool in the E/2 of
Section 22, Township 30 Nurth, Range 12 West,
San Juan County, New Mexico. Interested
parties include Roy Rector, O, G. Shelby,
Dwight L. Millett, Myron H. Dale, George T.
Dale, and Julian Coffey.
and

p - vavvvvvvvvvvvvvvvvvvv
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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 West, San Juan
County, New Mexico. Interested parties in-
clude Roy Rector, O. G. Shelby, Dwight L.
Millett, Myron H. Dale, George T. Dale, and
Julian Coffey.

CASE: NO.
2446
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and
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(De Novo)
Application of Southwest Production Company
for a hearing de novo in Case No. 24853,
Order R-2152, relating to the force pooling
of mineral interests in the Basin-Dakota
Gas 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,

CASE NO,
2453

BEFCRE:
Edwin L. Mechem, Qovernor
E. S. "Johnny Walker, Land Commissioner
A, L, "Pete' Porter, Secretary-Director of Commission.

TRANSCRIPT OF HEARING

MR, PCRTER: The Hearing will come to order, please.

We will take up next Case No. 2415,

MR, WHITFIELD: The application of Southwest Production
Company for a hearing de nove in Case No. 2415, Order No. R-2150.

MR, VERITY: The Applicant is ready.

MR, PORTER: I would like to call for appearances in
this case. Are there any other appearances other than Southwest?

MR. MORRIS: Mr. Coffey has requested that his statement
be read into the record at the close of the case.

MR, BRATTON: If the Commission please, Howard Bratton,
appearing on behalf of New Mexico Oll & Gas Assoclation. We have
no direct interest in this case or the succeeding three cases;
however, 1t 18 our understanding that these four cases involve
some basic interpretation of the forced pooling statute as amended

by the legislature, Inasmuch as that statute was originally

®
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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
request that a thirty-day perliod of time be given within which any
interested party or organigzation could submit written statements
as to the basic interpretation or policles raised in connection
with the amended statute.

MR, VERITY: May it please the Commission, I realize that
these four cases that are next cn 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-
quest 18 well taken, that it 18 entirely proper for the Comnission
to conslder any statement or recommendation that the New Mexico
011 & QGas Assoclation's regulatory practice committee should have.
We think it is something that should be considered. There 18 a
best answer to it. We are most likely to come up with the best
answer if it hears from everyone who might have an interest in the
outcome of these hearings. Therefore, I make no objection to this
thirty-day period of time for the Assoclation to make a statement
or file with tl:e Commission a written statement.

MR, LEATTON: May 1t please the Commission, I would like
to ciarify 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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MR. PORTER: Uff the record.

(off-the-record discussion held.)

MR, PORTER: We wili --

MR. SELINGER: Mr. Porter, before you make your announce-
ment, Mr. Qeorge W. Selinger for Skelliy 01l Company. We are a
nember of the New Mexlico Cil & Gas Association, having been fore-
warned by Mr. Bratton that there are ten people and five lawyers
on that committee that agree, we would like, if the Cormission
will permit, to be a friend to them., We would like to enter our
appearance as a friend to the Commission, as we are interested in
this. There are twenty-five other states having pooling pro-
visions and plagued with some of these questions. My associate
and I have made a study of this and we are vitally interested.
We would like to have the opportunity of being your friend,

MR, PUORTER: The Commission can use some friends, Do
We have any other appearances?

MR. BUELL: Por Pan American Petroleum Company, Guy
Buell. Fan American i8 not directly interested in this, but we
are intensely interested in the Commission's policies and pro-
cedures relating to the forced pooling statute that may be adopted
as a result of these four cases. We would like to enter our ap-
pearance, also, we hope, as a friend of the Commission,

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

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

sion staff.

=
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MR, VERITY: Qeorge [.. Verity, appearing on behalf of
Southwest Production Company, ths Appliecant.

MR. WHITWORTH: Garrets Whitworth, appearing on behalf
of El1 Paso Natural Gas.

MR, PORTER: The Commlsslion will allow until March 15,
Mr.  Bratton, for the New Mexico Ull & Gas Association, the regu-
latory and practice comnittee, lawyers or any other interested
parties to file on these issues,

MR, VERITY: I would like to calil 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 like to move that we be per-
mitted to make that testimony only one time and have it apply to
all four cases, at that Jjuncture, reserving the closing of each
of the four cases until that is taken up.

MR, PORTER: Mr, Verlity, the Commission will consolidate
the casea. You may proceed in that case.

MR. MORRIS: Excuse m2, Mr, Commissioner. Are the cases
to be consolidated or to be consdlidated for the purpose of hear-
ing?

MR, PORTER: They will be consolidated only for the pur-

&
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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 testifled as follows:

DIRECT EXAMINATION

BY MR, VERITY:

Q Would you state your name and your occupation?

A My name 1s 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 -- in exceas 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, sir.

Q Have you so testified befcore this Commmssion before?

A Yes, sir,

Q Mr. Jones, with regard to Case No. 2415, wherein South-
west Production Company has made an application for a force pool-
ing order on the East half of Section 14, Township 30 North, Range

12 West, will you please tell us what the lease and land situation
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on that tract of land is, with regard tc the Basin-Dakota Gas
Pool,

A Southwest roductior has under lease or operating agreet
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
refer to?

A Yes, they would be Abas Hassan, who is deceased, so it
would be his heirs and the heirs of D. M. Longstreet and also
Robert E., Alice 1. and Samuel G. Goodwin.

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

A I have contacted the Arizona State Hospital and obtained
from them the information that Mr. Hassan 1s deceased. They gave
me the 1list of his known relatives that they had. I have made
an attempt to contact those parties, two cof 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 letters to Syria. i
|

Q Have you made an effort to contact the D. M. Longstreet
heirs?

A I have contacted the widow of D, M, Longstreet and have
obtained from her, a8 far as she knows, the names of people who
would be interested in that estate, and I have made an attempt to

contact the parties. I have not been able to contact all of themj
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but the ones I have contac¢ted have indicated that they would be
willing to give me the material I need or to lease, 1f the other
parties would do the sane, which sort of puts me in an impossible
position, I can't get the firsi one to take the step; they are
waiting for somebody else.

A} With regard to Robert E. Goodwin and Alice L. Goodwin
and Samuel G. Goodwin, what 18 the situation?

A I have been unable to obtain any information on thelr
interest. Thelr interest, if any, arises merely from one docu-
ment, an order from a case, a guardlianship case, which indlcates
that they may or may not have claimed some interest in some of
the lands in the East half of Section 14, the case in which this
order was lssued. I should say that the case file has dis-
appeared from the 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 thelr whereabouts.

Q Is 1t Southwest Froduction Company's position that they
own no ilnterest?

A We do not bellieve that they have any interest because
this is the only reference to them. They do not appear in the
chain of title, merely this oue reference in an order that they
may or may not have an lnterest.

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

if they should have one?
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A Yes, I do.
Q Are there other parties that you know of which have an
unleased interest in the East half of Section 14 of the Basin-

Dakota Gas Fool?

A No.

) Do you think, Mr, Jones, that you have made a reasonablq
effort to forn a unit for the production of the Basin-Dakota Qas
from the Eaet half of Sesctlon 14, 30, 12, and reasonably endcavor4d
to place all parties in that uni.?

A Yes, sir,

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

A Yes, s8ir, 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,

Q In the near future, will all the costs be in, in regard
to this well?

A I belleve it wilil.

Q Turning now, Mr. Jones, to the application of Southwest
Production Company for force pooling, Case No. 2416, involving

the Flora Vista-Mesaverde Gas Fool, underlying the East half of

RS
By,
& .



IER REPORTING SERVICE, Inc.

~
4

Y-ME

+
4

DEARNLEF

ALBUQUERQUE, N, M.

FARMINGTON, N, ™M,

PHONE 325.11R2

PHONE 243 6691

pace 10

Section 22, Township 30 North, Range 12 West, and at the same timq
directing your attention to Application No. 2446, Southwest Pro-
duction Company's applicution for force pooling interest in the
Basin-Dakota Gas ool underlying the same, the East half of Sec-
tion 22, Township 30 North, Range 12 West, are you familiar with
the land lease situation underlying this half of the sectlon,
with regard to the two separate pools?

A Yes, sir,

] Will you please tell us what 1t is?

A We have under lease or operating agreement all lands in
the area with the exception of those held by <. G. Shelby, which
18 .36 acres, that held by Myron H. Dale 18 6} acres and the 1and4
of Julian Coffay about which there is considerable dispute as to
the number of acres.

Q Did you mention 3Jecrge T, Dale?

A No, I 414 not. We have a lease from (eorge T. Dale but
the attorney who examined the title indicated that in his opinion
the title to those lands were in Marion H. Dale and Verlene Dale,
husband and wife. This 18 the situatlion that we have: We have
obtained a lease from (Qeorge T. Dale, and it appears that he is
the owner of the land and the :inerals, He obtained them by ex-
ercising a pover 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. Sheldby?

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

A Verlene, yes.

Q Do you know whether o: not Jullan Coffey was married at
the time of the last inqQuiry?

A I do not beileve that he is married.

8] Does the same situation pertaln with regard to the formk—
tion of a unit underlyiang this particular half section of land,
both with regard to the Flora Vista-Mesaverde Pool and the Basin-
Dakota Fool?

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
these pools, that would inoclude all parties owning an interest
therein?

A Yes, s8ir.

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, 127

A Yen, sir, they have.

Q Do you know what the zost of drilling and completing that
well ia?

A $40,000.

Q Tell us, 1f you wlll, please, whether or not Southwest
Production Company has completad a well on that half section into

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

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

A We have, at the present time, collected charges of !
$73,909.32, We believe that the total cost will run somewhere in
the neighborhood of $75,000.

Q Directing your attentlon now, Mr, Jones, to Southwest
Production Company's force pooling Application Ro. 2453, request-
ing that the Basin-Dakota underlying the East half of Section 7,
Township 30 North, Range 1. West, be force pooled, are you familiar
with the leasing situation with regard to the Basin-Dakota under-
lying that half section?

A Yes, Bir,

Q Well, 8ir, what is 1t?

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

Q Have you made an effort to contact these people and
lease their interest?

A Several efforts.

Q Have you found that it has been impossible o 4o so on
any grounds, to either lease from them or to get them in a drill-
ing and operation unit?

A Yes, 8ir,

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

a~
‘\’uj
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gard to the leasing problem under that half section 18 complicated
or simple?
A It 1s rather complicated.

Q As far ag vou know, these are the only interests, but iy
is possible that there could be other interests that have not
Joined and because of the small tract and the legal complicationlﬂ

A Yes, sir.

Q4  Has Southwest Production Company drilled and completed a
well to the Basin-Dakota Gas Pocl on this half section?

A Yes, sir, we have,

s] Do you know the total cost of driliing and completing
this well?

A They have presently accumulated costs of $73,725.47 and
1t i8 estimated tnat the cost will be somewhere in the neighbor-
hood of $75,000. 4While I am on this, I can't remember -- I think
I have rade the estimate for the well on the East half of 14, If
I didn't say so, the accumulated cost on it was $80,309.02, and
we belleve 1t will run avout $82,000. I can't remember whether I
iooked at that or some other flgure.

Q In your opinion, have you made a good falth and reason-
able effort to form a unit consisting of 100 percent of the Jjoint
owners or interested parties for this particular well on this
particular unit?

A Yes, sir.

2 Mr, Jones, turning now to the general application that
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would apply to all four of the applications of Southwest Productibn
Company which are here vefore this Commission at this time, are you
familiar, as a land :an and person who hug been dealing with the
oil and gas busliness of this acsure for a considerable period of
time, with the cost of supervision of the production of wells?

A Yes sgir,.

(] Since the Examiner Hearing in these four cases, have yoj
made furthe: investipgations is to what the proper cost of super-
visior 18 in these areas”

A Ves, sir. I have had an opportunity to talk to several
other coupanies, tc go over sore of the operat.ng agreements of
Southwest and to recheck several of the operating agreements which
I, :yself, had prepared.

Q Do you have an opirion as to what 18 a reasonable cost
of supervision of the Dakotz gas wells and the Flora Vista-Mesa-
verde gas wells in this area?

A I belleve the actual cost of supervision of the wells
appears, from the infor:ratlon I have been able to obtaln, 18 runnihg
somewhere between twenty-five and thirty-five percent. The Com-
nission has aliowed ten percent, which I think is rock bottom
minimun that could be allowed, but I belleve the actual costs arJ
golag to be in excess of the azount allowed by the Commission.

Q Have you made any particular investigations with regard
to whether or not risk was invol.ed in the drilliing of the four

wells that are on each ol the units covered by the four applica-
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tions here before the Comission?

A I personally believe that it is 3 statement without --
Just not capable of being contradicted. Any time you drill a well,
there 18 a risk factor invelver. You could break it down, I sup-
pose, into a2t least three partr. PFirst, belng when you cormence
the well, vou may not reach the forration or members of the forma-
Y1ion which you are aiming for, because it may rot be present.
Second, that you may lose the well during the drilling of sald
well because of sone unforseen sub-surface condition or hecause
of mechanical diffisulty encountered in drilling of the well; and
third, even after you have drilled and completed the well, the rilF
still exists that you may aovt have a coumercially productive well,
or If it appears that you d5, at the tire of completion, that said
well mnay not prove to be co:mercially productive L: that you jJust
aight lose your productic: prior to the tlime that saild well has
pald out and prior to the time that you have iade any profit fron
1t.

Q Mr. Jones, do the vest of engineers occaslonally rake
aistakes with regard to what their thinking on the payout on a
formation will be?

A In my experience in dealing with engineers in the ten
years I was with Skelly 211 CTompany, we encountered several errors
in which they had nade rather drastic mistakes in determining the
reserve under g prespect.

Q Now, I believe yo.: broke down the nature of the risks
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encountered in driliing wells Iinto three provisions as the possl-
bility of not encounteriag prud.ction, the possibility of mechaniqal
failure, and the posslbllity, alter the well 18 completed, 1t still
wlll not procuce in accord with espectuticns., With regard to
these categories of risk, .s the risk ki.own with regard to those
four wells as to any cf the ihree categories?

A Yes, I telleve the lndistry generally assumes that all
three elerente wlll Le present i:. any well that is drilled. That
18, at least in my negotlstlions .ud preparations of operating
agreements, I also threw L. what I call non-consent well provisions
which provide that any party tha. did not Jjoln you in the drillinj
of the well would have %o pay a penalty, that penalty being to
gafeguard the parties that practice driiling these wells and as-
suned these risks and instarnces where I have negotliated and pre-
pared these, my experience has Leen thal these were at no tine lews
than 200 percent penalty and 1in some instances was in the nature df
300 percent.

Q Mr. Jones, did you have the particular duty of negotlat+
ing and working out operating agreements for nmajor olil companles?

A For seven years that was ny main portion of my job with
Shell, to negotiate and prepare such operating agreements.

e Are ticee -on-ovsentins clauses recognized by the in-
dastr: ae a risk f.ctor 1+ 4riillay and ccopletin- a well”

A I reilevs ao,

P Ire vo. £ ullizr - ith any operatling agreements provided

s
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G 20 you know whether or not 1t was a full-arm-lengtih be-
tween Northwest Production Company and Montana and Southwest and
Tidewater are now llving under iv:

A Yes, sir.

Q Mr, Jones, ¢o ,0u have an op.nion a8 to whether or not
Southwest Production Company has incurred a risk in drilling these
four wells?

Y Yes, sir, . believé, as I stated, thaut any time you
drill a we.l, you incur a risk waich, as I say, I pelieve could
be broken down in three co.porient parts. I belleve you assume
each and every one of the eie¢aents of the component parts of risk,
each and every tine you 4driil a well.

Q alth regard to the tnird portion of the risk that you
outlined, 18 this still aa unknown factor?

A Especially a8 rar as the Dakota formation is concerned,
vecause there 18 not Just enougn information about the D.kota. 1
have talked to several engineers who insist and‘have insisted for
over a year that the Dakota wiii never pay out, that the people
who drilled these Dakota wells are going to lose their shirts.

0] Mr. Jones, what are some of the things that are unfor-
seen that cause production of a formation not to produce what
they are expected at the .oment of completion?

A I don't know anything aoout the technical end of that,

but I have seen wells that have bLeen drilled and come in with tre-

mendous potential that in a matter of Just a week wind up with
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nothing, 4 good exasple of that would be Gulf's Cold Bed Canyon
unlt in Utan, wnere they drilled the initlal well and brought it
in for, I believe, about 13% wililon. ¥Within three weeks that
well would no longer glve a satv.sfactory test and they drilled twg
subsequent wells, ovoth ol winich were dry.

) Have large pools such a8 the kWest Edrond unit in Okla-
homa proven disappointing and far below the expectations?

A I velleve the Wes’ Edmond pool was very disappointing.
In the unitization of the uait, which provided for a recycle for
a secondary recovery in the Edmcnd, whereby they were to recycle
the gas to stimulate the recovery of oil and vased upon engineers!
recommendations, they felt that it would be economically profit-
able to do 80. The area was consequently unitized and secondary
recovery project started and I beiieve 1 have read that the re-
covery was somewhere ln the nelghborhocd of 60 or 70O percent of
what the engineers expected., Iy that, 1t 18 generally my exper-
lence that engineerse tend to be rather conservative in thelr esti+
mates. Since they didﬁ'z obtain what they figured it was, it must

have veen quite a fallure.
& Do you have an opinlion as to the risk inveclved in the
drilling of each of these four vwells?

A Well, I think 1t 48 pretty owvvious, from what I pre-
viously said, froxs rny negotiations 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 my opinlon tia: your risk factor runs consliderably
in excess of Wnat the statute 18 ulilowing to recover in this state

< Tre statute places a aaxinusa of 150 percent, which you
have sald 18 a winimus whicn you have known in operating?

A 1 have never 8een one lecss.
< Do you know how :ucr risl: facter Southwest Production
has requestec in these four cases?

A I telleve their apyplication stated 25 percent.

Q Mr. Jones, do yo. know v“hether or not Southwest Produc-
tion Company would be willing, in splte of the fact that 1t has
requested that 1t te allcwed a riek factor, do you know whether or
not, within s reasonable period =f time, 1t would be willing to
accept only 100 percent cash of the non~consenting parties for
their share of the risk 1n driliing and completing these wel.s?

A L have discussael that wwith Southwest. They have indi-
cated that they would Le willing to have any one of these parties
who are velng force pooled to come in and pay their cash share
of the well. Cf course, I beili:ve that those parties, by so doing
are assuming any of the risk that would still exist. By paying
their share, they are assumlng that continulng risk, that the well
will not pay out or Sometliing wili happen to the well.

Q Do you nave arn opiniovn as to whether cr not an order of
this Comalssion to force poul non-consenting lnterests, an order

allowing a ten percent supervision c¢f cost of production and a

3

completion of fifteen percent for supervision during the payout
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period and twenty-five perc=rt vigk factor would be a harsh
remedy to allow all the parties *o protect their correlative
righte?

A I certainly 4o ot t=2lieve 1t would be harsh as far as
the partles bveing fcrce pscled !s concerned. As a matter of fact,
I believe that fcrce pooling 13 an insufficient remedy as far as
the operator 18 concerned. These are my own lmpressions. The
only »bjective feature 7 can se: to force poolling tu the parties
belng force pooled 1s that Le will not obtain the bonus that is
pald, and secondly, the ..ormal oll and gas lease contract that
provides thut that party can have free use of gas for nis houe,
belng a coatract ual obligatlion which does not exist between the
operator and that party, 1 do not bellieve he would have the right
to free gas. Le would be atle Lo, I belleve it would have to be
metered and charged against his share. Those are the only two
disadvantazes I can 3ee and the possibility exists that he may
obtaia conslderably more over a period of the life of the well

than he is losing.

~

Q Cf course, with a lezse you would take all of his in-
terest to depletion, woild you 1at?

A Yes, sir,

Q And rormally the lease would take all the interest in
all formatlons, whereas xhe fc:2e pooling only asks that they pay
appropriate shares of the well, 18 that right?

A That is right.
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< ~vuld 1t, In your cplnioh, 1o force pool these interests
protect the correlative r.igics énu prevent unnecessary waste?
A Yes, Bir, it wou.id,
M, VERITY: fThat is ali we have.

CRLSS BAAMINATICN

BY MR, MORRIS:

] Mr. Jones, reiercing tuv case No., 2415, 1 believe you
stated that you Lad aaude 4 reasonsble eifort to contact all of the
non-consenting lnlerests thnal nay 8till exlst, that exist in this
Zast half of Section .47

A Yesa, sir,
< And that you .uellied registered letters to the heirs of
Abas hassan but toey were raturnec to you?

A No, they nhave not Leen returned.

& Lo you have tne names of the heirs to whom you state
tnat they were registered ana in fact, they were not registered?
Do you have the names oi the neirs of Abas Hassan to whom you
malled the letters?

A The informaticu obtuined from the Arizona State Hospital

1ndicates trnat nis relaiives were Scl Hassan,

) Do you nave his address?
A 1ii3 West Madison Street, Fhoenix, Arizona., My letter

has cveen returned sivampe. Uncialred. He has another brother,
Milreim Hassan of Athren, Syria.

« is that the only address you nave for him?
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a Milrels assan, Athren, .yria. There were two half-
brothers 1lii Atnren. liamooty and Havad, both of Athren, Syria, and
a half-orother Al Hassan of .cortiand, uregon. We have atteupted
to obtain information I'rowm ivne Ccunity Clerk there as to his where-
abouts. I have been unsuccessful iu obtaining any information.

- Mr, Jones, ithe firsl twe nameb Wwere brothers and the
next two were haii odirotherst

A Tiie last toree were ha.l trothers,

<% Mow, what interest, .f .ny, does Soushwest Froduction
Company allege that these neirs cof Abas Hassan own?

A Tney would have an undivided vae-quarter interest ia
thirty acres and ii i testified in the previous lnstance that that
was twenty-elght, 1 am i. error.

< Then, an uadlvided oae-Jourth interest in thirty acres?
Do you have a legal description <of the tairty acres?

A I would ve, iu e3sence, the west 30 acres of the South-~
east Southeast,

Q Wno owns the otuer remaining tnree-fourths undivided of
this thirty acres?

A F. J. Welk owne a«n unaivided one-~quarter, two acres.

W. H. Pepin owns an undivided one-half interest in the other 28
aores. The other half interes- is owned by Samuel T. Collins.

w Referring now to tie iunterest that is owned by the nheirs
of D, i, Longstreec, could you give me the namnes of those heirs,

please’
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A Thers wou.d be iifteen of thew., There would be the widoy,
whose name is now HNancy Laub, s, ilose ropst.

Q Mr. Jones, rather tnan golng through ail fifteen nanes,
woulid Southwest rroduction company be wiiilng to furnish the
Commission with a 1ist of the heirs and tneir addresses, as far
a8 you were abie to ovtain themt

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 that they are heirs.

Q (by Mr. Morris) Is it Southwest Production Company's
position that the fifteen persons whose names you will supply us
are interest owners in the land in question?

MR. VERITY: BMay I answer the question? We do not know;
there is no way of knowing untii and unless there is some Jjuris-
dictional determination. We have no way of knowing; there has
been no jurisdictional determination. It is impossible for us to
make the detcrminatieh 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 it fact. It is not something that
we can rely upon to represent to the COmmillion;

Q (by Mr, Morris) Mr. Jones, what interest, if any, do
the heirs of D. M. Longstreet owa 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 sand tv another party and 1t has now passed through several
hands tc the pariies {rom wiiom we have the present lease. Now, I
imagine the inverest wouiv ue decermined by the New Mexico statute.
She would probaoly have had half to Btart with, as coasmunity pro-
perty. 1 am not sure wiiat tne svaitute (s on that. I would
imagine she would nave received half as widow und the remaining
nalf would have gone to the childreu, 8o that her half, I would
assume, wouid have beeu iegully valid as passed Dy her deed. Ve
would be talking about wnatever interest of the children would
be, Now, as to that interestv, which I delieve 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 main-
tained by the owner of the surface and half of the minerals, so
that that interest that we would be concerned with would be the
proportionate share of one-half of the minerals.

« Can you state to the Commissien exactly what interest
is owned by non-consenting owners in this unlt, outslde of Hassan?

A No, sir, 1 cannot.

< Mr,. Jones, if the Commission were to grant your forece
pooling request, how much of the production from the well would
Southwest contribute to the Longstreet interest?

A Well, to state thav, [ would have to check -- (indicat-
ing) I am sorry to confess that I haven't got that. I bellieve it

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

| would receive a halfl interest?
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151 ¥hat I am asking it thig: Can you state to the Commis-~
sicn st this time exacily how aucii of the produstion weuld be as-
tributed to iLhe Lungstiees intelresty

MR, VERITY: <Jould 1 unswer the question?

CWR, MURRIS: des.

MR, VERITY: This ls, of course, the problem thav is
represenied, as you polnted out. ILi 1 the position of Southwest
Froducilon Company thal 1t is nuv the prerogative of theCommission
to deternine what proporvion of production a parvigular person in
& unit is entitied vo. we do not think that the Commission has
the suthority or the right to mace such a determingtion. This is
& question of titie and reserved by the statute in the Constitu-
tion for the Distriet Court. e think this Commisaion does have
the authority, under the recentiy amended statute, to lorce pool
all of the interesis in a unlv and we believe that we are going
aniss and that we raise rany proolems if we endeavor Vo here
deteraine the exact asreage thai any particular persons own., We
do oot think the Commission 18 authorised to sgke Shis degision.
We think it is going %0 bring up much trouble if the Commisslon
eudgavors to do s0. We think the particular point in this gase,
Longstreet has & situatlion Lecause we have no way of finding out
or ascertaining who the true heirs are. e have our opinien as
%o _what the dbulk of them own. We do not think the Coummission
¢an determing it and we do not ask the Commission to ¢°,Q°9 ip-

| 4eed, we do {eel we have g right to have all these interesis foreal
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pooied.

M, MIBRRIT: In rezattal o Mr., Jerity's remarks, which
bear upon the relevansy of Loz quesilons that I have been asking
to My, Junes, I would like to call the Commission's attention to
sone coi the wording li. sae conpulscory rullag statute of which a
eopy 1o before each of the cu.awisadlioners. I would first refer o
the second paragraph of the i{lrst page, the 8ixth line, where it
reads, 3Zach order sha.i descsolive the land, including the unit
designated thereby.' Aiso furcher down, ai the lasi sentence on
the first page and continuing vo the second page, 'Such poollng
orders of the Commission shail nake definite provisions to any
owner or owners who eiect not to pay the propertvionaie share in
advance. Now, it would be my position, and I think a reasonable
one, thai interpreting these pnrases of the law that 1 have just
read, that the Comaission is under a positive duty o0 make a pro-
vision in 1¢s order with respect to each non-consenting interest
that is being pooled as a result of your order; and in order to
accomplish this, iv is necessary for the Commission in its hearing
to inquire into the nature and extent of each non-consenting in-
terest who owns it, and what efforts have been nmade to locate thnd
particular interest owner, to secure his voluntary agreement of
the pooling and that the Conmis.ion's order that 1s entered should
specify, a, b, ¢, or d as the owner of certaln interests which

have not consented ¢o the pooling and are therefore being force

pooled by virtue of the order,
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i unerefore auomli inat &y questious of Ar., Jones are,
with respect oo Who owng what acresge 1n a glven unit, are abso-
lutely ieces3ary at this viue,

A I woulid lika vo uytate, Ln regard to the longstrees hnivﬂ
I personally feel 1t 18 {asasbalic that <.ey have interest in as
mich as quigt title sults had Lesn nandsd oul and quieted tnem oub
a8 to the undivided half interest. If they had no rights in the
undiviued nall latereat oo wnlch they were guieted out, I think
it 18 oovicul that an interest in the olher Lalf haas already been
deternlned and there is a decree whica [inds that they have no
interest, a court decree. However, the fauci remains that only
haif of the wmineral interst was confirced in that court case.
However, the same factual situation exisis as to the other half.
T™he gourt has found,as o vne nalf,that the Longetreet heirs had
no rigﬁt or vitie or interest. L personally (uesation the rlght
to the other haii interest.

& (oy ¥r. Morris; on behalf of Southwes:t rFroduction Com-
pany, you alliege to the Commission that the .ongstreet helirs have
no outsétanding interest wiiniin che land in question, is that your
oplaion?

A That is iy opiaion. That is the basis upon which the
ones 1 have been aulae to contact and have taiked to, I have con-
tacted them on the vasis of glving Quiteciali deeds {o protect and

honor wiat Grandaa did lo these many years ago when she scld the

property without whe venefit of a ecourt order or probdbate.
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Q S0, in other words, r. Jones, you are asking the Com-
mission to force pool these lnlerests, out you do not reaily know
whether these interests exist or not; they way nave been gquieted
out?

A That is wy position. 1 believe Southwest 18 entitled
to that protection, that 1f these lnterests anould prove to be
valid, and I nave not been acle to ¢lear them out, I believe
Southwest 18 sntitled to tne protestion of tne rorce pooilng statf
ute so that the cost attriputable to those interests may be re-
covered,

Q Then, with respect to the total interest, are ali the
mineral interests that are outstanding #ithin she land in ques-
tion in Case 2415, you have not veen able to loscate any of those
interests?

A Yes, I have been able to locale some of them.

Q Some of the non-coasentors?

A Some of those who rdght be, In other words, I haven't
been able to locate sone _ongstreet helrs, but I have not been
able to locate any of the Hassan heirs, and in my opinion there
is no question ag to the validity of interest held by Hassan.

Q With respect to the Longastreet heirs that you have been
able to contact, what offers hav( you made to those heirs to

secure thelr quitclaim deed or voluntary consent in this?

A 1 have dessribed what happened to them and requested
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and the ones I have been able to contact so far have said they
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
been able to run them all down or get in touch with them.

Q Mr. Jones, did you offer any consideration for a quit-
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 gheory that Longstreet
heirs own no interest in the property in qﬁestion?

A I believe the objections 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 exact location, but it would be in

the Northeast Northeast of Section 1l4.

Q Would you state to the Commission the 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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fuve MURRLS: I wiui ask tne Commission 10 take adaminis-
trative nouvice of 1ts wel. {ile ui the reari Welks No, 1.

MR, VERITY: dJe will s.ipulate as to whatever it says.

MR, PURTZK: The voummission will tauke administrative
noglce,

] (Wy Mr, Sorsid) uwe wouGB, . Meiesr you o the form
C-105 of the Peari Welks iiv. 1 which Bays the drilling commenced
June 7, 196i, does shat suvwad ressonavle.

A Yes.

< And the driliing was completed on June 20, 19617

A Yes, tnat sounds about right;

< { further refler tv the contenis of this file to form
C-i28, the acreage and dedication plat on file with the Commission.
I hand you an instrumens that 1 have Jjust referred to as the
acreage dedication plav on this well and ask you to stacve the
date and by whom this instrument was filed?

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

< What was Mr, Smish's position?

A He is produgvion cuperintendent.

@ So, this was filed on June 2nd and the well record,
well flle, shows the well comm.nced five days late.,, on June Tth?

A June Tth.

Q Now, wouid you reier to that acreage dedication plat and




DEARNLEY-MEIER REPORTING SERVICE, Inc.

ALBUQUERQUE, N. M,

FARMINGTON, N, M,

PHONE 325-1182

PHONE 243.6691

PAGE 32

sontents ol tnat iormY

A "Is the vperator wid uiiiy owuer ‘n gthe dedicated acreage
ouvliaed ou the plat beiow,  .iue answer 1s "Yes,'

< What acreuge was oucliined on the plat?

& The entire Z4st 320 acres,

-l Could you explair the Jbvisug discrepancy in the ansg-
wer vo that question?

A Ab thatl Tlae, we were of the ilxprezsion that we had the
entire 320 acres leased iLgcause we hadé and we have yet z lease
covering the Abas Hassan interesi. 1 naB Lecome my opinion by
subsequent lnvestigation that (ne lease is luvalld,

< Ihen you were proceeding upon the theory that you had
the whole 320 acres, «i tue tilme you coirlenced drilling of the
lgase?

A fes, ovecause uhie cungany had purchused a leass,

< But the .iease, wiith respect to the 320 acres, was in-
complete?

A Yeg, sir.

@ #r. Jones, do you know the date upon which Southwest
rreduction Company first riled 1ts appiicatlion for compulsory
pooling of this acreage:

A No, sir, it would U= somewhere subsequent to the com-
plevion of the welli, though, probatviy in august, I shoulid think,

MR, MCARIS: If 1t please the Commission, the comuls-

sicners' records will show that the application for pooling was
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filed with vne Comaisalon on cepiember 29, 1961, I again refer to
the date tnat the well wad conp:icted was June 20, 1961,

< un the date of uppllcabion for puoling, September 29,
1961, had there been any production frou. the Pearl Welks No, 17

A 1 do not Lelieve so,

) Ha® there veen any produstlion as ol this date’

A I belleve there nas; tne well has --

< D0 you knoW fosr a face cvhat there nuk veent

A do, Blrp, I 4o aol.

= Ar. Jones, do you xnow if fhe rearl %elks No. 1 has
been tested ln the Lakoia forma.ion?

A I am sure 1t nas,

Q . Do you xmow Lt nas:

A No.

) You do not have available lnfor.ation a3 a result of
that test:

A 1 eould obtaln that laformation if it ls not of record.

< Do you «noW that the well has been drilled, tested, and
completed and is capaltle of production in the Eakcﬁa formation?

A 3outhwest nas s0 >dvised me.

] Now, Mr. Jones, let's refer to Case No. 2416 and Case
2446. Is the non-conseniing ¢nership the same 1 hoth of those
cases?

A Yead, 8i2.

Q With respect ito interest owned by C. G. Shelby and his
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wife, which I velleve amounted to .30 acres, 18 that correct?

A Yhat is right.

% wWhere 18 wnat .30 located by quarter-quarter sections?

A iLet me gei tne uap here  iodicating). 1t should be in
the Southeast. Lt would ve in uhe Hurilieast of the Southeast.

) Now, you state iiat you made a i'easonabie effort to
lease this particular .30 acrest

A This 18 one of tne tracis of iand that was under lease)
as I explained, there waus one lease on #Bald land but the lease
provision providing for payment of rentals on royalty had oveen
stricken. Since we had no lease to provide or to pay royalty,
it is my belief that that lease expired for lfallure to pay royalty
and afterwards, l prepared an agreement ~-- there were four leases)
I prepared agreements covering tiiese leases which set up a method
by which the royalty ocould be paid and the Shelbys have not yet
signed the agreement. I have made them another offer, and they
are considering it. Hr. Shelby is out of town at the present
time, 80 his wife cannot relay the offer to him until he returns.

Q What offer have you made to them as far as the nonetary
consideration is concerned:

A 1 offered to pay a flat $25.

Q Not $25 an aere:

A Just a riat $25.

Q What were the royalty provisions?

A Fifteen percent.
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Q Fifteen percent royalty”?

A {es.

Q Now, with respect to tiie interest on the 6.5 acres
owned by elther Myron H., or Gecrze T. Dale, whosver it 1is that
owns it, what is your position w.th respect to which one of these
two wen own vhat 0.5 acres:

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

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

A Myroa H. Dale 1ives souewhere in Alaska, Mr. George
Dale has refused to give ze nisg 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 certaln plans
for the development of that. [ agreed we would not drill on that
land in return for which he wouid forward certain cumulative matlﬂ
ial to his vrother and wife for signature. As far as I know, ﬁhat
has never been done, because I have never recelved the cumulative
waterial., +e did not drill the well on Mr., Dale's land,

Q Have you made any effort to locate Mr. Dale's wife?

A You niean Verlene! I assume that she is in Alaska with
her husband. That may have bteen an old-fashioned unwarranted
assumption,

Q You were unable 0 rieke any specific offer to elther

Myron H, Dale or nhils wife?
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A ies,
] Now, witn respec. to iuterest ln this land owned by
M. Jullan Corfey, whav 1s che ocouthwest Iroduction Company's

position witn respect to now uuc. acreage ilr. Cofle; owns?

A we do noi Know,.

Q wnat elforus nave youa aabe Lo detersine now wden he
ouns?

A We Know frow exaalnailon of tie property surrounding

that tnat taere 18 a certain tract of land in there -- by math-
enatical caleculations, I arrived at tne ifact tuat that land is
less than ten acres, It was assessed on the bLasls of eleven
acres, and tne last ti.ue . talkeud to al.a he clalmed sixteen acres,
The deed to nlm recitved tiat ne ouwtalned rifteen aorcl.‘

Q Is 1t the Southwest Froduetlou Company's position thﬁt
Mr, Coffey owns ten acres or nlne and a half acres or waat?

A We are wiliiag vo pay.ﬁr. Coffey whatever the abstracts,
exanined by our aitoraney, will snow that ne has a valid olaiaza to.
Until we have an opportunity to examine the abstracts and deter-

mine from that woat he would nave & valid claim to, we nave no

way of knowing what the acreage is tanat he nas.

< Then, you Are ;10% prepared, at this time, to state to
the Commission what r, Cofie ‘s aereage amounts {07

A No, 8ir. e

) Have you made an ofier wo Mr. Coffey to lease upon an

agreage ovasis;

®
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A ie8, 8ir., Last Thursday or Friday, I offered to lease

Mr, Coffey's land again.

"] wWnat was toat oufery
A I offered nin $50 an acre and 25 percent royalty.
Q At tne tilme you aade tanat offer, did you enter into any

discussion concerning LOW .iuci dcreage e vwned?y

A + told hii av Luat time that we would pay him for each
and every acre walcen Une wiustraccs whilc: he would furnisn would
shiow., I Baid, if 1v was uen acres or sixteen acres or what, we
hould pay hlw oi tnat vasis, but that our payment would be on the
vasls of what a title examlnatlon Ly George verity would show him
to own. 1 also ..ade another proposition: I requested, if nhe were
not interested in leasing, to Bisu the agreement which ne, through
nis avtorney, had agreed o sigu several months prior to that time
and if he were unavle to do eitner, I requested ne advise .ie by
¥onday,that we would have wo proceed with force pooling.

] Hr., Jones, these offers that you nave offered, the $25
and 15 percent for Mr, Shelby's and $50 and 25 percent to Mr.
Corfey, were those offers made witun respect to both of the pro-
ducing formations?

A Yes, 8ir, for tne lease period.

Q In other words, the 4.0 would ove ilnclisive, woth the
Dakota and tne Mesaverde pools:

A Yes, sir, I mignt wention that Mr., Millett leased on

those terns.

&
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MR. MCRRIS: I ask the Commission to take administrative
notice of the well file of the Southwest Production Company Irene

Brown Well No, 1.
MR. PORTER: Which case does that involve?
MR. MCRRIS: The Irene Brown Well No., 1 involving Case

No. 2416,
MR, PORTER: The Commission will take administrative

notice,

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

A Yes.

Q Will you state where that well is located?

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

Q Referring to the form C~105, the well record in this
well file, which I hand to you, is that the document that I Just
referred to?

A Yes, 1t would appear that I am in error on the location|
I thought it was located in éhe Southwest of the Southeast.

Q I believe the acreage dedication 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 was 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 was filed and by whom?

A The form was filed by -- apparently on September 5, 196},
by Carl W, 3mith 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 dedip
cation plat which reads, 'Is the operator the only owner of the
dedicated acreage in the plat below?" What answer il 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 of the
011 Conservation Commiseion in the Az§ec office?

A In respect to what?

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

A No, sir.
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Q Have you ever heard of the practice being followed by
the Commission in the Aztec office of what their position is 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
£iling of these. This is part of the drilling function; I have
been retained by Southwest simply to handle the land matters.

Q Can you state to the Commission what inquiries Mr. 3mith
makes before he signs this form as to ownership of the acreage?

A He has made no inquiries 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,
did he?

A No.

Q Would 1t be a reasonable assumption that he was neglect-
ful ina his duties?

A No, I wouldn't say 8o because he has a map furnished
him whieh purports to show that Southwest acquired all this acre-
age except for the Millett and Coffey lnterest, and at that time,
they had agreed to either 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 advised that it has actually produced. I
believe that previous testimony before the Commission, at which
time the 320-acre spacing was set up, indicated that this well ha?
produced -- no, maybe not, at least that it had been tested, if
not produced.

Q You cannot state definiteliy that it has been produced?
A No.

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

A No,

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

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

Q The application to which I refer, Mr. Jones, 18 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
BEast half of Section 22 that is producing from the Basin-Dakota
pool?

A The Ollie Sullivan No. 1.

Q Would you state where that well 18 located?

A That well should be located in the Northeast of the

Northeast of Section 22,
MR, MCRRIS: I will asik the Commission to take adminis~

trative notice of the well file on the Cllie Sullivan Well No. 1.
MR. PORTER: The Commission will take administrative
notice of their file.

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

A Yes.

Q I also hand the well location and acreage dedication
form C~-128 on the subject well; is that the inswuert 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 Ollie Sulliva
Well No. 1 was commenced?

A July 25, 1961.

n

Q What was the date of completion?
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A August 7, 1961,

Q I refer you now to the acreage dedi@ation 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

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 informatiop

we had which was drawn upon the agreement between Southwest's 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 valil

and subsisting leases. In my mind, I believe Carl Smith probably
was acting upon this information when he sald the entire 320 acrcp.

Q Based upon your information that negotiations were pend-

ing, is that correct?
A Yes, and a8 a ratter of fact, it was considered more

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

the basis of $50 an acre and 1T% percent royalty with certain ex-

:

clusive clauses providing we wouldn't drill on their land and cer-

e, ‘

PRI
ORI
T
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mipates unsil 12:00. I would inquire if you wish me to continue

$aln reqilremants such as that, Between the time that I had such
& document drawn asd returned to them, thgyiqhan;gdighgir ninds
and decided they would not lease. When I reproached them, or

Mr. Millett, I was teld only a mule and a post never changed
their minds, that he was neither.

Q Mr. Jones, can you state to the Commission, whether the
Ollie Sullivan Well No. 1 has been tested and found capable of
preduction in the Dakota formation?

A I have been sc advised, but 1 do not know whether it
has prodused.

Q Do you know the date when Soutthlt Production Coupany
tirtt applicd rer foree pooling in thc Baketa rernation?

A Ne_.

MR, MORRIS:s If the Commisslion please, the record will
show that the application just referred to was éoccived by the
Commiasion on October 11, 1961, the subject well having been
completed en August T, 1961,

A Is that the one that was withdrawn?

-Q No, sip, this was the one that eventually went to hear-
ing.

A 1 remember there was one prior to that which we with-
drew,

MR. MORRIS: If the Commission please, my cross examina+

tion is going te eomntinue for sone time, I nete the hour of five
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A Yes., Let me see if I do have it here in my files, I

will supply it to you.
Q Now, are the Brimhalls the only non-eonsenting interest

owners in the Bast half of 7,30,11?

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

MR, VERITY: The address of Harold M, and Maleta Y.
Brirhall is 6545 North First Place, Phoenix, Arigona.

Q {(by Mr. Morris) Mr. Jones, has a Dakote well been
drilled in the East half of Section T?

Yes, sir.
What well is that?

That should be the Ruby Jones No. 1, I suppose.

O o> O »

dhere 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 thelr well file on Southwest Production Company
Ruby Jones Well No, 1.

MR, PORTER: The Commission will take administrative
notice of that,

Q (by Mr. Morris) I hand you the C-105 form, the well
record of the Ruby Jones Well No. 1., Ig that the instrument you
have in your hand?

A Yes, 8lr.

Q I hand you the well location and acreage dedication
forn C-128 on this well, Referring to those instruments, first,
the well record, would you state upon what date that well was
commenced?

A The well was connenced on June 22, 1961,

Q What was the date of completion?

A It was completed July 7, 1961.

Q Referring to form C-128, the acreage dedication plat,
would you state when that form was filed with the Commission and
by whorm it was prepared”

A It was filed on June 21, 1961, signed by George L.
Hoffman, production foreman.

Q Now, in response to Question No. 1 on that form, "Is
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."
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What acreage 18 outlined on the plat?
The entire East 320 acres,

Could you explain this discrepancy?

> O » O

I don't know that there 1s any discrepancy. As I saigd,
we have the lease covering the entire Southeast quarter, which
we obtained from Juan Moya, which he contends is a valid oil and
gas lease, TInasmuch as certain of the land owners have challenged
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 quarter contend that they are valid and subsisting
01l and gas leases. I am not prepared as a judge to say that
Juan is wrong, that his leases are not valid and subsisting, be-
cause they may be.

2 Mr. Jones, are you familiar with the Commission's order
No.R-1991, entered on June 8, 1961, in Case No. 2288, being the
application of Southwest Froduction Company for non-etandard gas
proration unit in the East half of Section 7, Township 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 it not?

A Yes.
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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 C-128 is June 21,

Q So, that wae 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 check with anyone as to what acresge was to be dedicated?

A It would appesar =o, |

Q In all four of the cases that are here for considera-
tion, it would appear that 2 full inquiry had not been made be-
fore the C-128 had been f1led?

A I don't believe that 1s necessarily true. In the RHast
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, so that we should have deen
able to dedizate the 320 zcres. As to the East half of 14, as I

explained to you, we did have oil and gas leases from an indivi-

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

I had made investigations into the matter that we decided the
lease wag probably void.
Q Referring back, now, to the Ruby Jones Well No, 1, 1s

i1t 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, 8ir,

Q Are you familiar with the date upon which the Southwest
Production Company first applied for force pooling of the East

half of Section 7 in the Dakcta formation?
.ﬁl Hﬁc

MR. MCRRIS: If the Commission please, the records of

the Commission will show thazt the appliecation for pooling in

this, of all interest in the East half of this Seotion 7 was filed

with the Commission on Novenmber 14, 1961, Also, if the Commis-
sion please, some discusslion was entered into this morning con-
cerning an application that had Leen filed and withdrawn. 1 have
that iuformation available at this tine, Mr. Jones, correct me
if I am wrong. For the Cormission's information, the only three
previous pooling cases that were filed concerning the East half

of Section 22, Township 30 North, Range 12 West, which would in-

volve Cases 2416 and 2446, that application was filed on August 1*,

and in Case 2318, Order R-2068, the Commission entered its order
there on Septenber 29, 1961, denying the application for com-
pulsory pooling. That application was only with respect to the
Dakota formatlon. So, what 1 said previously was an error. It
would not have any relati-rnship to Case 2416, which relates to
the Mesaverde, but would have relation only on Case 24l6,

MR, VERITY: I =ight inquire if counsel recalls in that

instance, although the application was denled as to what was lert4

prior to the case veing heard, it was dismissed as to the parties
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Coffey and Milliett, I believe you should have a telegram in your
file where we sent a telegram saying we would dismiss 1t as to
those parties,

MR, MCRRIS: In Case 230G, filed with the Commission,
it was the application 1y Southwest Froduction Company for a non-
standard unit in the ELast half «{ Section 22 and 1t was not s
pooling applicavion. That was the appllication which was with-
drawn,

MR, VERITY: I stand corrected., i velleve that 1s
correct. 1 thought it was force poolling, We ask that these two
parties’' property be set uside to form a non-standard unlt with-
out them.

MR, MURRIS: That 1B correct. The request was exclud-
ing a thirteen-acre and twenty-acre tract in the East half of
Sectlon 22, belonging to Miliett and Coffey, interest and Pan
American. 1 do not know what lntverest Pan American had, but it
was listed as one of the owners.

Q (by Mr. Morris; MNr. Jones, let's talk a minute about
supervision., In your experience in the oll business, what do you
commonly understand the word supervision” to mean?

A i believe it wouic ve the man who goes out and checks
the wells und the people who keep the records and such.

Q would it also inciude the overhead expenses in the uc-~
tual drilling of the wellw

&

A No.
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| operating 4 well on a monthly basis?

Q That would be part of the well cost itself, is that cor
rect:
A That & the way I have treated 1it.

MR, VERITY: I wonder :f I may interpose here. It might
Bave everybody some trouble, With respect to supervision, South-
west Iroduction Coumpany L& only requesting here ten percent as
supervision charges, ten perceni of the totul of drilling and
conple tion. In other words, we are only asking for the minimum
rather than anything further. LUou 1 make uyself clear?

MR, MORRIS: Ten percent orf the well cost of drilling
and completion for its supervisioun during the pericd of 1ts life.
Continuing aiong the same -..ne, ¥r. Jones, 4o 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 super-

vision?

A I veiileve 80; as 1 have explalned before, we arrived at
this percentage system through viie system of Shell's bookkeeplng,
which, over thousands of wells, hLas arrived zt these figures. Of
course, they will be dependent upon the type of well and such
things as that, but I believe that is a good way, but I see no
reason why sSouthwest wouldn't be willing to go along with actual
cost if you wanted to assess tine actual cost of supervision plus
a certaln cost for vookkeeping that would be necessitated.

-~ r. Jones, what would you say would be the actual cost 4

Tq
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A I dor.'t have any ldea. Vou would have the cost of your
eriployees, plus his equipment which you would havevto depreciate
and prorate over a period of years. If you had jJust one well and
had to hire a man to supervise just one well, I would imagine thaf
your coat would be several hundred dollars a month.

- Cne way cf asasesalng the cost for these operating costs
and supervislon, one way of assessing those costs woculd be to
take a percentage of production attributable to various interests
rather than a percentage of #eil costs attributable to the in-
terest:

A I suppose 30, I den't anow. That would be -- I should
think (v aight be unfair in that manner vecause if you had an
extremely lush well your percentige of that production might be
considerably in excess of your cost, or oa the cther hand, if you
had a xarginal well, 1t iight be less.

Q Now, when we are talkiucg about operating costs over the
life of the well, what itexg 18 1lt, what elements of those costs;
is it the salary of the punmper”?

4 That would be one,

Q The switcher?

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

Q Would you also malz2 a charge for the maintalining of the

district office of the compaany?

b

No, that is overhead.
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Q Tha% would be sverhead?

A Yes.

Q Going bhiack to the items that you night include within
your well costa, that would be related to overhead. What itens

would you include in that? Sailaries of the geologlsts and engin-

eera?
A Yes,
Q Costs of maintaining your district office?
A Yes.
] Over how long « tlme”

A For the life »f the well,
Well, you do no'. now how loang the life of the well is
golng te be?

o,

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

A That 18 rather 4ifficult. That ies why certain costs
percentage is nore equitacle rather than the other type, where we
state $50, §0, or 2100 z well per month,

i Included as part o0 well cost, do you include any charge
for interest”

A No, I think posaiziy ‘n the instance of force pooling
that interest ghould be peruitted, but the statute does not so
provide; 8¢, we have not included any such itenm.

G In the well cost :.at Southwest Production Company has

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




DEARNLEY-MEIER REPORTING SERVICE, Inc.

ALBUQUERQUE, N. M.

FARMINGTON, N. M,

PHONE 325-1182

PHONE 243 6691

PAGE 55

what have beenr tha elements of cverhead which have been included

in those?

T haven't really atudled the billings that have been pre¢-
sented to you. I don't know 1f they had any on there. Those wc:I
the actual cost, I belleve, that was incurred from the actual
@riiling and suppllas that Yave teen used in the drilling of the
well, I don't recuall tha: they did Include zny item of overhead,
¢ I don't recall either, Mr. Jones; that is what I am
wondering avout. In crder for the Commission to enter an order
and make a definite provisicn with respect to payuent of well
cost by the nen-consenting owners, they are going to have to ar-
rive «t ecme finai and deiliite figure on which to base the pro-
portionate charges Lo be .ade and my question 18, if you have
continuing charge for overhead, now are you going to ever arrive

at a definite figure®

A It will be very diiiicult.

Q Po you have any suggestions to makes

A Ve could ~-- there are twe ways to go: First, we could
arbitrarily set a sum for overhead, which is normally done in yow
operating agreement; or second, you could go on simply on the
basis of the well camt submitted to you by Southwest, because you
have rejuested that they submit you a statement of well costs.

Q Mr, Jones, 1in d4ividing up the proceeds from production

that cones fror a3 particular weil, am I correct in saying that

you would take the grosa amount, take off your royalty interest
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from the cost und then deduc’ your taxes, cor 4o you deduct your
taxes Tirst?

A What 18 1t you are trving to determine?

4] I am trying to determine how the breakdown on the pro-
ceeds from production are distributed.

A Well, your division order generzlly provides that the
party will psy taxes., So, you would then -~ or their share of
the %axes, at any rate, So, you would deduct from that the
royalty and any tax chargs that would be attritutable to the
working interest of the other parties,

Q Now, 1g it not «lsc a2 cormon practice to deduct your
operating ard handling expenies vefore you make a distribution
to the working interests”

A Certainly those would be sgainst --

2 This 1s done c¢ustomarily regardless of the expressed
provision of the pooling crder, is 1t not?

A I don't know abcut thet, I should think it would have
to be in line with the contraet tetween the parties.

Q I am talklng abnit the situation where we have a non-
consenting interest.

A I don't know, We hyven't distributed any proceeds yet,
I should say, offhand, that would not be done, I should say the
distributing would be in cornformance with the Commission's order.

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

have tc know the exact shure of non-consenting interests, are you
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not?
A If there are non-consanting owners,

Q If the Southwest Production Company does not know the
exact amount to be dlstributed to a non-consenting interest, Mr.
Coffey, for axample, if the Commission does not spell out in its
ordex u»on what basis are you golng to make that?

A We would require “r, Coffey to submit abstracts to us
which will deterrine the interest in the land he has.

MR, VERITY: I wondey 1f I night interpose in the res-
ponege 2t this point. The situatlon of Mr. Coffey, 1f this Com-
mission force pools, will not he any different from any of the
other narties who are ent'tled to be pald for production from
the unit in questinn. Tach and avery person must satisfy the
party who 18 charged with mslting the payment,that he is entitled
to recelve the money that is to be paid to him., Now, if by any
reason, the party who is8 :aking the payment, elither the pipeline
eompany, 1f they make %1t, or in the case of gas WJells, sometlimes
the operators make i1t, ¢hig nuerty must Xnow that persons to whom
he payn the .oney 8 entitled So receive it. If he .akee a nia-
take n that regard, the penalty he has is he has got to pay the
other rman who 18 entitled ¢ ~scelve it. The detsrmination in
this regard, with regard to any party who ls force pooled, will
not be any different from the royalty owners, the working interesi

in 1%. They Will have to "=%2 the evidence of their ownership.

Q (by Mr, Morris) !¥r., Jones, proceeding on what Mr,
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[ he has va.ld tivie to, If ne cha..enges ihat position, then we

Verity has just 2aid, who holds the money in the meantime, if it
1s not distributed, subject to some dstermination to who owns whaj?

A Yell, I don't know that there has been any sums paid
out., Getting specifically down to Hr, Coffey's situation, there
have veen none paid, but I would imagins, otherwise, if there had
been, Southwest would be in a position of stake holder.

% it wouid be possivie to escrow tvhose fuands, would it
aot, or pay them ianto the Court jurisdiction, subject to deter-
minavion of interesi?

A i would imagine, if we can arrive at some basic figure
for Mr. Coffey's incerest, whicih varies conslderav.iy, there are
a nuwaver of conslderable diflerences in opinion as to what Mr.
Coffey owns.

- dow, 1 you @8re wi.iing tu g8y him on the basis of ten
acres and hae c.ialms sixteen, would you go ahead and pay him on
the pasis of ten and escrow the remaining and questioned proceeds
that wou.id ve astrivubtatb.e 1o thie gquestionabie sBixX acres?

A i woulid Bay, offhand, -- I have noi discussed this with
Southwest rroductlocn Cumpany. we wWwiili want Mp., Coffey's avstractp
verifled tc current date, because he has been avbout busliy buylng
quits alm deeds from peopie Wau wmdy have or may aov have the
nelghooring iands, de wi.i want the abstiracis verlified to present
day a8 to his tilies., We wi.. go on what -- we are wi..ing to pay

on the basis of the examining avtorney's verification as to what
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may have to file an inter plea for Mr. Coffey and other parties

whose interests might be claimed.

& It might well invoive some sort of court astion, might
1t no%, scmething 1in the nature of an interpleader aven?

A It might.

Q Along the same line, Mr, Jones, }n 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 hold them foreve>?

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
to any such institution that you might deternine.

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 aceordance with your instructions.

Q Mr, Jones, with regard to the risk involved in drilling
the wells to which you have testifled, now, from the data that
we have already, that is already in the record concerning when
the wells were drilled, when they were completed, when the appli-
cation for pooling was filed, and soc forth, is it not true that
the applicatiors to the Commission for compulsory pooling were, in
each case, filed after the well had been drilled, completed, and

capable of produstion from the given formation?t

®
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A I believe that is true.

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

A Not all of it, on the basis, as I droke the risk dowmn
earlier, into three corponent parts., I believe 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 leass. It
shows you were lucky enough to hit, first the Dakota formation,
and secondly, not to have lost your well during the course of
drilling of said well. It does not, in my opinion, disprove the
faet 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 obvtain-
ing & pooling order from the Commission, was 1%, or what the pro-
visions in the order might have been?

A No.

Q S0, 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 2 risk?

A Yes, & far greater risk.

MR, MORRIS: I believe that is ali.

®
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MR. PCRTER: Any further questions of the witness?

CROSS EXAMINATICN
BY MR, NUTTER:

Q Mr, Jones, I just have z couple of Questions relative tq
supervision of theee wells. Now, your well file which you filed
with the Commlssion on several of these, maybe all four of them,
contaln certain supervisory salaries as %o driliing and completion
of the welis. Some engineers salaries were on there, some fore-
mens salsrles and so forth?

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

a It was incliuded ia weli 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 in as supervision in the future?

A Yes, because that direct cost, that direct drilling of
the well, the salaries you entered into, those salaries are people
whom you use to determine whether or not to drill and where to
drill and in what ranner to driil and how to complete your well.
I believe they are properly chargesble as t{o part of the cost of

the well itself.

Q Now, d4id I understand you correctly or d4id I interpret

&
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what you sald correctly in that it is your opinion that this ten
percent, which Southwest has requested here, the ten percent of

the original well cost, 1s :=ctually an arbitrary figure without

any rea. basis?

A It has a real basis in the fast 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 astual cost to the com-
pany than the manner in which 1t is handled in this area, on that
form of ascounting, rather than arbltrarily setting a figure for
sc mamy dollars per weli each month, Those conpanies, in some
instances, have excessive and, in most instances, will not be the
true cost of supervising the well.

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

A I would imagine that this practice has grown up as a
means of simplifying the aceounting prosedure of a company, so
that they would know there are certaln 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 the well, if you so desire,

except that 1t will require, I imagine, the introduction of cer-

tain accounting practices which they have not, at the pressant tine,

&
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instituted.

Q Southwest will szll sone gas each month from a well}
say they receive $.,000 for sale of gas fror the welli for that
month; what would be deduoted frow the $1,000 before the distri-
bution to the parties who cwn an interest in the weli?

A The royalty, the taxes, and in the instances of operat-
ing agreements, the costs that are permitted under that operating
agreecent.

Q Welli, are you taiking about voiuntary operating agree-
nents?

A Yes.

Q Weil, assume the case where you have Southwest Produc-
tion Company owning &ll of the acreage except some acreage which
would be force pocled. Say they own 300 acres and force pooled
swenty acres. There 18 no cperating agreement in connection with
this twenty acres. You receive this $1,000 a month groes, you
deduct royalty and taxes?

A Plus whatever your order specifies that we will take,
which would be the cost that those persons share of the cost of
the well, plus the risk factor, plus the cost of supervision as
determined by the Commission.

Q And you would not take any operating costs off, whatso-
ever?

A Yes. The operating costs wlll be chargeable to the

working interest. Yes, Scuchwest charges will be taken off, but

&
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that will be part of the working interest of the well dorne by
the working interest owners, That is all we are attempting to do
is to deternine what percentage or what figure the working inter-

est owners share should be.

Q Now, the working interest owner, by that you mean Sauthr
west Production Company wi:-h its 300 acres in the unit?

A Plus the other parties, but Southwest, owning and oper-
ating a series of wells, would not break it down as to that in-
dividua! well. The cost of supervision, their man who is super-
vising the wells, would of course supervise several wells or -~-
I mean, he would not just supervise one well. I doubt very much
i1f that would be practical. I think that is the reason this pracy
tice has grown of either setting an arblirary figure of so many
dollars or, as on the West Coast, attempting to relate to per-

centage of your cost of driiling and coupleting the well.

Q Well, now, in other words, Southwest owns 300 acres inh
the unit. Parties who are force pooled own 20 acre units. PFrom
the $1,000 gross money you receive for sale of gas, you are de-
dueting the royalty, your cost, and taxes?

A Right.

Q You are going to deduct the operating cost to the
working ownerj you are going toc take off part of the operating
eost, 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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[ Commission determines we can charge.

Q In other yorﬁs, you are going to distribute the gross
profit from the well, less the tax and royalty?

A And the monies, the cost that you permit us to pay.

Q Yes, I understand that. You stated that this twenty-
five to thirty-five percent that was arrived at by one scompany as
being a supervision cost. Now, that was based on the original
cost of the well, sorrect?

A Yes, sir.

Q Was that on a well that had a short life or long life
or a short-lived oil well or a long-lived gas well?

A These are on gas wells, espeainllyrthn'highcr figures
of 35 percent, is on gas wells, where you have extensive facilities
to handle the gas and any of liquid produced.

Q You say the 2% or 35 percent was dased on California
figures, 1s that correct?

A Yes.

Q Nsw, where you have a voluntary agresment where them may|
be a penslty of 100 percent or 200 persent for not paying their
share of the cost in the well in advance, I think Mr, Morris
sovered this, but I will ask you again just in case. Is there
ever any interest in addi%ion to that 100 or 200 percent penalty?

A No.

2 So, by virtue of the voluntary agreement, it may be a

gentlemen's agreement that this includes some interest?

&
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A It 1s to compensate for risk and also it would inslude
any interest figure. There are lnterest provisions, of course,
in your operating agreenent. If any of the parties fall 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 just set a flat risk fasctor of 100, 200,
or whatever it might be, to compensate you for having advanced
you: money, and it would repay yéu 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
whieh you would be reimbursed for out of that factor of the risk.

Q Would 1t be your opinlon, Mr. Jones, that the legisla-
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 did have
in mind.

Q They were contenplating the condition where the well
had not been drilled?

A I believe the statute, as I recall, you can force pool
at any time, either before the well has been drilled or after and
the risk factor, up to 50 percent, may be galned. So, 1t would
appear to me that they have one of what I choose to call the three

elements of risk, if not all three of them.
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Q They were contemplating the case where all three ele-
ments would be present and you have 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

witness?

MR, VRRITY: I have a few questions.

REDIRECT EXAMINATION
n HR. mm:

Q Mr. Jones, 4o you econcelve any difference in the super-
vision of & well in Caiifornia and in San Juan County?

A I would imagine 1t would be greater here in San Juan
County than in California. You move greater distances and have
more wild sountry %o cover than it is generally true in Calirornia#
Also, I would say from my experiences 1 have had in the past two
weeks of trying toc get off the highway, you also have a greater
risk of tearing up automotlve equlpment,

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

A I have been able to contact only the ones I referred to,

I 40 not believe that I could determine, even if I were able to

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

his heirs were,

®



DEARNLEY-MEIER REPORTING SERVICE, Inc.

ALBUQUERQUE, N, M,

FARMINGTON, N. M
PHONE 325.1182

PHONE 243.669!

racel8

MR. VERITY: 1 belleve that is all I have with this
witness,

MR, MORRIS: I do not care whether I go flrst or last,

MR, VERITY: I 4id not mean I had finished with ail my
evidence. I have soms exhiuits I would like to introduse if there
are no objections, frou the Examiner Hearing, merely the exhibits
that were introduced there. I beliieve they night be helpful. I
would 1ike 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 cbjections to the introduction of the
exhibits from the Exeminer Hearing?

MR, MORRIS: If the Cenmissign please, in order to
introduce these exhibits, 1 think ne shouid identify them, who
prepared them and what shey are, vecause otherwise we would have
0 refer to some of the testimony in the prior case.

MR, VERITY: Can we stipulate to thau?

MR. MORRIS: Yes, I would stipulate with you on thas.

MR, VE&iTY: I think the exhibits wilil speak for them-
selves as to what they are.

MR, MORRIS: Do you fesl a stipulation will take care

of who prepared them or were they Just maps?
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of the unit in question that I belleve would be helpful, I think
it is really immaterial, but I believe they were prepared by Kr.
Jones.

MR, JONES: ‘They were either prepared by me or under my
supervision,

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

MR, “ORRIS: If the Commission please, I would like to
make a statement, if Mr. Verlty has no objectlion to me going
first,

MR, VERITY: That is fine.

MR. MORRIS: I think in these sases the Commission
should be fully aware of the problems they are being called upon
to decide, perhaps for the first {ime, since we have been operat-
ing under the new compulsory pooling law that was adopted by the
1960 - 61 legisiature. OUne of the problems that has been ex-
preassed here today, whica 1s obvious, 18 just what interest the
Commission should pool and how the pooling order should effect
the pooling of those interests. In order to cowe to a solution
to that probiem, 1 ﬁhinkwthat we should carefully read the pro-
visions of the pooling law. First, I would like to point out
that I feel that the Comaission must find satisfactory jurisdic-
tional fasct before 1t has the power to enter a pooling order,

that the interestsbeing pocvied, the non-consenting interests be-

|_ing pooled, have not agreed upon pooling, Now, this would seem %o

®

MR. PORTER: The exhibits will be made part of the recorg.
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be an obvicus thing; since the pooling application has to be
brought out, obviocusly there are scme owners that have not agreed,
but I think the wording, and I wiil, if you wiil indulge me, I
would read from the first paragraph of the statute: “"Where there
are various owners within a prorated unit, they may validly agree
to pool their interests. w#here, however, such owner or owners
have not agreed to pool their interests,” and so forth, the Com-
mission has the right to pool the?: The uprgins there of "not
agreed to pool” I think, has the contention that some effort has
been wade to sscure an agreemsent of those nen-consenting interests
before poeling can be ordered by the Commission. I think that
the Commission should realize that the power given to it by this
foroe pooling law is an extraordinary power and should be ex-
ercised with some caution. rroceeding on that premise , 1 think
that the reasonable interpretation of the law and the phrases that
I have just read, would require the Commisslion to inquire in every
oase as %o what efforis have been made to secure the voluntary
agreement of all interests, all non-sonsenting interests that are
being pooled by virsus of their order, any ordsr that the Com-
mission might enter. I think that the Comuission, as I said be-
fore, I think, first, that the Commission has to find a satisfas-
sory Jurisdioctional fast tha. some effort has been made to secure
an agreement of these pascple before it has the power to pool them,
How, in some instances, there are interests whish are

Mnown, but you cannot locate them. In other instances, there are--

&
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you may not even know what interest a partisular unimown party llﬂ
have, but I think & reasonable interpretation of the law would dbe
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 communlitize, and that particular
interest has refused. I think the Commission can also pool an
interest where the owner or owners of the interests whereadbouts ame
unknown and reasonsile efforts have been made to locate such a
person. This 18 a coumon oggurrence, where you have unkmown hairw.
For instance, I think that the Commission can validly pool in-
terests where the owners, unidentified, are unknown after a dili-
gent search has been made, bdecause, in all of these cases, &ll you
are asking of the operstor whe wants to bring the pooling act, 18]
that he has nmade every reasonable effort to find the person 1n
order to offer him a chance 1o lease his acreage or commahitize
it in these categories, Where tne owners have not agreed, I think
the provisions of the statutes are pliin. However, I belisve that
the Commission should not pool interests where by their very
nature, because of some doubt as to whether they are an interess,
they are Jjust a claimant in the acreage 153§1V“} then the Conm-
missica should not pool those interests, decause by the very na-

ture, no chance has been given to these interests to augree. As I
8aid before, I think the Commission must, as to eash interest,

that 1t has not agreed.

Now, partisularly where charges for supervision and risq

&
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ars to be made, the Commission should be very reluctant to pool
any interest which has not been glven a c¢lear-ocut opportunity to
Join on 8 voluntary basis, Now, one of the questions that the
Comaission is being called upon to decide 18 how the pooling order
is going to read, whether the order is going to pool all inter-
eats within the unit, whatever those interests may be, and this

is the way it is done in a number of other states that have com-
pulsory pooling laws, or whether the Commission is going to enum-
erate each non-consentiing interes: and spell out how much of an
interest that person owns and make some definite provision with
respect as to how the proceeds from the well are to be distributed
to that interest owner. Now, A8 1 sald earlier in the day, I
think that our cospulsory pooling law requires that we do it
ia the latter sanner.

Reading agaln froum the law, it reads: "Suoh pooling
orders of the Commission shall .uike definite provisions as to
any ownar, or owners, who elects not to pay his proportionate
share 1n advanee for the pro rata reimburssnent solely out of
production to the parties advancing the eost of development --"
and sush. As I read that provision of the law, it would require
the Comuission to spell out the various interests being pooled
and exastly what share each nas and how the proceeds of the well
are to be distributed. Now, this in no way is going to act as a
Jurisdiction of title by the Commission, because in entering an

ordsr in this, the Commimsion is going %o proceed upon the evi-

&
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dence that 1t has elicited from the applicant in the case. If the
applicant alleges that A 1s the owner of "X" amount of interest
and B i3 the owner of "Y' aacunt of acreage, then that is the
basis upon which the Commission will enter 1ts order, providing
thers is no dispute. If there is a dispute, then the matter has
%0 be resolved in a court. Competent Jurisdiction should not be
mads by the Commisslon.

We have seen one instun: today of such a dispute, Mr.
Coffey may claim to have sixteen acres, and Southwest Production
Company claims that he only has ten. Now, in a situation like

that, X do not know how the Commnission scan enter any reasonable

order without dbasing it upon an escrow provision of some sort or
paying proceeds attributable to that interest into court to be de-
Serniped at a later time., 3ut if the Commission can spell out
what interests are being pooled, what dispute, if any, there is
a8 to the sextension of these various interests and what shall de
done with the proceeds attritutadble to that interest, I think it
18 upon the Commission t¢ do that, under the provisions of a pool-
ing law.

Row, I would agree with the applicant that it would
selve all the problems for them 1f we entered an order pooling all
nineral interests within the unit, because then you do not have
$0 worry about who owns what. If you have any proceeds, you just
held the proceeds and you go zlong producling the full 320 acres,

the allowable on 1t, and hold 7/8 of it to help pay for the well,
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This ecertainly has its merits. However, I believe the expresssd
provision of the poeling law will prehiblt the Commlission from
entering such au order.

dith respect to the risk involved in drilling the well,
it is hard for me to see how any element of risk exists if the
operator was willing o assume all the risk before 1iU came to the
Coomlission to seek 1 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 bicn fol-
lowed in filing the form C-128, the notice of intentien to drill,
each of the subject wells would nave been conditioned upon a pool#
ing order or upon the formation ¢f a non-standard unit dbefore an
allowable would be assigned to the well and I submlt that if pro- .
per forms C-128 had been filed in this case that we aight not
have this problem at the present time of trying to declde whether
the risk was going to be allowed or not. If there was any injury
to it or any loss suffered by the opsrator, I submit that it may
well have been caused by its own negligence in filing proper torm‘
in thls case. In normal cases, . would certainly recommend that
some risk is always alilewed where pooling actually is sought be-

fore the well i® drilled. Ia this case, however, it is hard for
4@ to see how the non-consenting interests have sharsd any of the
risk, since their interests huve been drilled, tested, and com-
pleted and shown to be a producing well,

I think the Coanission also has another problem to de-

®



PAGE 75

FARMINGTON, N. M,
PHONE 325-11B2

DEARNLEY-MEIER REPORTING SERVICE, Inc.

ALBUQUERQUE, N. M.
PHONE 243.6691

eide. That 13, how the costs of supervision are to be assessed,
whether it shall be a percentage ~f the well cost or whether 1t
shall be a production over the life of the well or, in some way
deteraining a solutlon to vhe assessment of these supervision
ocharges so that 1t wili be upon a reasonable basls and will not
give an undue advantage to either the operator or to the non-~
consenting interests. In fact, I think that this may be the heart
of the whole pooling problem, is arriving at some solution whigh
will encourage drilling, encourage the operator to bring a pool-
ing act, and yet at the same time bLe upon suech terms that a non-
consenting interest will not have an incentive to hold out on the
operator. In some cases, it uway well be that our pooling orders
are unrealistic with respect to the cost that it may give to a
non-consenting owner. The incentlive may be to refuse to lease or
give a valid lease. I think the Commission should enter its erdc!” 
realizing this aspect of the case. On the other hand, I believe
that the Commission, and this relates back to the first point thaq
I mentioned in respect to how the interests are to be pooled and
what interests shculd be pooled, should carefully spell out eash
interest, rather than pooling all unleased interests or without
Just pooling all interests within the unit in order to avoid what
might well turn out to encourage imprudent leasing practices. If]
an operator knows that he can get pooling orders, pooling all
nineral interests, he might be something less than completely

diligent, being sure that he has solved all of his title predlems
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and has signed up all of the unleased interests before he drilis
his wells becsuse 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 Commission would be interjecting into the pooling situa-
tion 1f it pooled all mineral interests without specifying the
various ones.

I believe that is all I have.

MR. PORTER: Thank you. Mr. Verity?

MR, VERITY: May it please the Commission, I will en-
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 1 have at hand,

which is Order No. R-1880, that was issued a short time before
this amendment of the present act. It allows force pooling in
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-

cord. Now, at the seasion of the last legislature and prior to
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that, the oil and gas industry of New Mexico was aware of the
fact that there was something about their force pooling statute
that was inadequate; specifically these were twofold: One was
there was some questior  and some doubt as to whether or not the
force pooling statute of New Me;ico was adequate to force pool

an undivided interest in a unit as contra-distinguished from a
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 induatry felt it
should have one. By a committee appointed by the New Mexico 01l
and Gas Assoclation studied the question of amending and rework-
ing the force pooling statute., That cormittee came forth with
the present statute that we have, I believe almost word for word,
except that 1t did include a provision that risk would be included
as an item of reascnable cost, and that was stricken by the Com-
mission. I happen to know a little about that committee, because
I was on it, They went to Cklahoma and picked up the Cklahoma
statute, and with it as a rodel or a norm, we used it to draft
the statute that is presently the New Mexico statute., Looking
backward, 1t seemed to me like an intelligent thing to do, but it

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

well advised, because it was a body of law that interpreted that
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and made it valid. We also had 1ts many years of experience, or
80 it seemed to the committee, having that statute applied in
Oklahoma. Particularly, I would like to point ocut to the Commis-
sion that a part of the language that seems to cause us trouble
at this Jjuncture, particularly the language which says, "where,
however, such owner or owners have not agreed to pool their in-
terest, and where one ;uch separate owner, or ounerg, who has the
right to drill has drilled or precposes 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 Suprene
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-
fore ordered by the Corporation Commission", the commission of the
state of Oklahoma, "one, that the Texas company be and here is

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

L]
’

al gas from the Morle Sands énd a common source of supply...
"and that a full allowable of production therefron, 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-

|_duetion therefrom, upon the proper paynent by proportionate shares
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of the cost and compietion of the saild weli, The sum of $.77,0CC

n

is hereby fixed as cost of said vwel., They go on to provide thaf

if they do not make the paynent, they give & iease on the propertﬁ.
In this particuiar law sult and arpeai, dc you know what the man
was unhappy about?” He was ajpealling, he was unhappy because the
Commission did not give him the priviiege and permission to partif
cipate in the well and to e pena. . zed the i50 rercent of the
total cost. He said, "That i1s 3 right I ought to have. ' A..
this apyiication here 13 asking i8 that it be granted .25 percent|
In Okiahoma, we say thait 18 a harsh provision, where they actuai.y
take a lease away from him if he does not uay. In the case of
the New Mexico statute, it is watered down. This was the wisdum
of the iegisiature, We do not blame the legis.ature. This was
ali that was asked of the .egls.iature, but we say we should not
emancipate the provisions of the statute because there 1is ianguag+
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 shou.d so interpret it. 1 was some-
what amazed to read these cases L0 find there was no Oklahoma case
wherein someone had confronted the Commission and sald, "I did nctg
have an actual notice of this hearing of thlis order and therefore|

thle 18 not vaiid." But aithough the Okiahoma statute has now

been in force and effect, I ve:leve fifteen years, this present one,

considerably in excess of ten years; in spite of this and in s:;it

of the fact that a.. of their orders have been interim, wherein tihey
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merely give publication after the application is flled. 1In spite
of this fact, I did not find one situation that had gone to the
Supreme Court of Cklahoma. I say the reason for this is that it
is not a real problem and it 18 not a real difficulty and we should
not make it one here. Mississippi also has a similar pooling
statute to the one that we have here. It is very close to the
Cklahoma and New Mexico statutes., Mississippl has not had this
particular point exactly before it, but I have found that the
state of Louisiana has considered this particular point. If you
will, I am talking about whether cr not this Commission has a
right to enter an order interim or that everyone that owns an in-
terest in a partlcular interest be given notice of hearing by
public notice in Santa Fe County and the land wherein the land
lies that 1s subject to the force poolling action. In this
particular case, and I refer to Chio 0il Company vs. Kennedy, a
recent law, 1947, reported in 28 So. Rep. 2nd 504, the matter
arose because of the fact that one party had a reserve interest in
the minerals of his land. If there was no production of these
minerals for a period of ten years, he got them back. If there
was production in the ten years, the party owned them throughout

t he duration of production. The state of Louisliana's Commission

entered an order that force pooled these particular lands. It
sald this ten acres 18 placed in a unit with the well that is go-

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

producing oll and gas within the ten years, but the san who re-
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served his rights sald, "The force pooling order is not valid;
therefore, my ten acres 1s not being produced; therefore, it comes|
back to me." A party convened for this ten-year term does not

get a right to keep it. 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
from this page 507 frorn. the Court session sectlion SE 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
change, renewal, or extension thereof shall, in the absence of

an energency, 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 wanner and fori. a8 may be prescribed by the
Commission . . "' If you will, pleuse, that is exactly what has
been done in this case. We have caused notice to be given in the
manner that this Commission has prescribed, and I continue to
quote fron 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-
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 Tlmes, the official state
Journal, and a newspaper of general clrculation, published in East

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

"

general circulation published in Claiborne parish . . . So,
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wnat du we rave® We ngve {nere an nterim notlee and publication
in WO ew8papers, tne oue in tne -apltail of ihie state, the one
wnere t.e land lies, They [lelt tna: title was goed and sufficlent
notlece of all the 1ilerest witnir une driiling wnic., ne Court
8ald, Wwith regard to t:le cise, 'rnat the wncilce given was good
and sufficlent and they held that the order was valid and it was
drawn in rem %o all perso:s that rad an, ircerest wiivhin the 80
acres, in splite of the fact that that perscn did not know about
1t and did nbt agree tc !¢,

If the oil and ias 1~dustry i8 goling to Keep abreast of
tne times, which 1t nas veer doing, it 18 necessary for the force
pooling statute to keep abreast of the coaservation methods that
are in practice 1ln tne state. If we did not nave any conservation
vWe would not have need for force pooling. I you please, if this
Commission were/non interested 11 seeing that unnecessary wells
were not drilled, tnen we would have no need for the force pool-
ing statute; but a regulation of the numnber of wells to be drilled
into one common aource of supply, 1nto one pool, is a necessary
thing for this Commiesion to conslder; and the Commission does
zonsider 1t and with regard o the Mesaverde-Flora vVista and Basin
Dakota formations, this Commisslion makes a prorated .nit consistin
of 320 acres should be one well drilled in it, If we are going
to say one well can be drilled 1: it on divided or undivided in-
terests, they have got to force pool. This 18 exactly the problen

If we take a congested area llke Aztec and much of the area that

i

3
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18 subject to the Basir-Dakets gas -ool, you have zot a congested
gltuaticn., You have 2n extrenely l=2gal situatiorn, as evidenced
11 this case, a8 devonstratzd here today; and it is necessary, 1If
Wwe are not Just going to take these areas where we have congestiou4
and draw a circle around the:n and say they cannot be deveioped,
no one can get any of the 28 that underlies it, If we are not
going to do that, we ruist 2o to a force pooling order that 1s in
line witn what we have developed up to this point. Right up to
the tiie that tne amended statute came into effect, we did not
have any problem with the rizht of in rem orders. I suggest that
there is no problem now, With regard to that, I would like to
point out that the Mississippi Court, 1n the case of Superior 0il
ve, Suite, 59 so. 2nd 85, a 1952 Mississippi Supreme Court case,
it was suggested to the Court that the order was not valid because
they had a clause in it similar to the one that we have here,
which said if they had not agreed, then the Commisslon could enter
a spacing order, This appeal suggested that this was not ade-~
quate. The appellant sald, "I have got to agree, this 18 a neces-
sity before the Commission could enter its order."” And the
Court, in this case, interpretinz the similar provision said,
"This is not necessary. 1%t is evident from the very fact that
these parties are here before the Court at this time, that they
®ald not agree." In so ruling, we find this state:zent by the Court{
"Section 10 A and C requires that the parties have not agreed %o

integrate thelr interests, and have falled to agree. Clearly,

&
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the board's findings that the rarti~s have not sc agreed 1& cor-
rect. The testimony outlined a'~ve. the sduissinn of the appellees’
and appellante’ attorneys, an? the f:zc% that this low suit i8 be-
fore this court, makes 't ma- ifest *+ut this finding of the bcard
18 supported bty the cverwhelaing evidence." 'We think there is

no sinister irpliecation irn :=hie phrase 'have not agreed.”

May 1t plezse the T"oamission, the phrase "have not
agreed”, you must have tried to agree and have been unable to
agree, We think that this record shows clearly that good faith
and reasonable effort was made tc fora a 100 percent unit in this
cise, The applicant here hes ceocntacted everyone that they can
contact who has an interest in it. They have a lot of problems
with regard to it. If the zrea is 10 be developed, there must be
attention given to the force pooliny statute which allows a party
who owns an undivided interest to zo ahead and elther drill his
well or file an act proposi.g to 4drill nis well and to have every
interest in the uinlt force pooled, the 8ame a8 18 done {5 Jklahoana
under the sare language that we n:z=ve,

et me turn for 31 moment to the question of risk, then
I want to read yoa froa an 7klahera case and I am through., I
woald like to point out Bpecific language of this astatute: “Where
however, such owner or owners have 1ot agreed to posl their in-
terests, and where one such separate owWwner, or swners, who has the
right to drill, has drilled or proposes to drill a well --", the

Conaission shall force pool. After we set this up, either the
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person whe has drilled or perern Wwro nropoges to dArlll has got a
right tec 2 force pooling crder, vwe come down and we find out what
goes into the force poolirg order. "Such pnoling crder of the
Ccrmmission shall rmake 4definite crovision as to any owner, or
owners, who elects nct %o pay 18 preportlorate share in advance
for the pro rata relnbursgenent scvlely out ~f production tc the
parties advancing the cost -f the development and ojeration which
shall bte linited to the act.al expendituree required for such
purpose not in excess of what are reasonasble, but which shall
include a3 reasonable charge for suvervislon and may include a
charge for the risk involved in the drilling of such well, which
charge for risk shall not exceed °J percent of the non-consenting
working iaterest owner or cwners cro rata snare of the cost of
drilling and completing the well.,

#hat wells are we tziklng about: The well that he
either has drillied or ne uroposes %o drill, and I submit that the
gtatutes accurately and exactly refer to elther situation., I
would offer to submlt to this Tomnission that 1t is undisputed in
this case to the effect that thers has veen a rilsk run in this
case, I submait to you that riax was run when this well was
drilled; even though that riskh is now passed, it was a risk and
it 18 a part of the cost of taat well, Just as surely as the
cutting of the hole or the placling of the pipe in this well is
cost to that well, and 1t must be borne because the party who

driils wells willl find ne comes up with dry ones even where he
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t1inks he 1g zoing *o yrroduce. Yheever drille where he does not
think it 18 going to produze” YWe have found evidence, undisputed
cidence, that riek waea rur, The statute plainly saye that the
.an whe drills a well or provposes “~ drlll g well 1g entitled to
a1 amount for spy risk he has 'n Z:-11ling the well, Ix addition
to that, we have the riask %#hat every oil =nd gus droducer lives
with from one day %o the =:xt znd "hat 13 that the production
may not go to its end. How, there 18 not i lawyer practicing in
the 0il and gas fleld that has no*t had cllents zo broke because
they have miscalculated what the production from a well will be.
Whereas, in San Juan County, and in this case, I hope,
the Basin-Dakota and Mesaverde-Flora Vista will go on to their
final end of what 18 the veryv best that is hoped for it. There
{8 not one of us who 18 not aware of the fact that two or three
or five years from now, 1t =avy be a grave disaster, 1 would cilte
%o this Commission the Totah-Gallup oil pool, When it was prepared
for temporary spacling orders on areas, which we wanted to make
8C acres, in spite of that fact, in one year when we came back,
{f you will recall, the calculatlions of reserves, during that
year, had gone way down hill 2nd they had to be curtailed dras-
tically. This pointg out and points up what we have submlitted to
you as 2 risk factor really and =ctually is 2% percent and has not
vet been krnown. ¥No one yet knows whether or not we are going to
be correct cr wrong. We think tra2t a risk has been involved; we

think that 25 percent 18 an ao8olute bare minimum,
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To close, I would like to read to the Commission, very
briefly, some language from the Cklahoma Supreme Court, in the
case of Anderson vs, Corporation Commission 327 Facific Second
69. That is a fairly recent case, 1957, Cklahoma, as I am sure
this Commission is aware, pioneered much of the conservation leg-
islation with regard to 0il quantities. They have probably done
more than any other state and in going into this reason of why
force pooling is necessary, I would like to close with this quo-
tation: "Petroleum products have, in less than two generations,
becomne most vital in the life and industry of the entire world.
They have, by reason thereof, become probably the most important
of natural resources., It was only natural that with the lncrease
in importance and use, the necessity for conservation was recogniﬂed.
To curtall over-production and waste for the beneflt and protec-
tion of the general public, restraints had to be placed around
the individual's rights to develop and produce beyond the demand
or need. The only logical method of restraint, other than limit-
ation of production per well, was the curtailment of drilling by
exercise of the lease pool. They evolved the well spacing laws,
but with well spacing alone, the object of curtalilment was met,
although often at the expense of serious inequalities and inequi-
ties between the various i:lneral owners and the lessees. Under

such primary restraints, when Eilison (the applicant for forced

pooling in the case) drilled a well on the 40 acres on which he
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no rights whatever therein, nis ownership being of an interest 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 unitizatlon and
pooling in each common source of supply in order that the exercise
of the police power in the conservation of natural resources would
not affect too serious an unbalancing of correlative rights.”
Anderson, in 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 #aying that Anderson had the|
right to his force pooling under the force pooling act of the Com-
mission of Oklahoma., After that introduction, they salid that the
order complained of did not constitute a taking of property of
Anderson in any way. It granted nim the right to participate in
the production from the well on Ellison's property, but on con-

dition that certain requirements were net.

I want to say in this case that il there is any party,

even at this juncture, who within a reasonable period of time fro
this date or from the date of the order that the Commission issue
say within thirty days as a reasonable time, desires to come in
and pay their part of the cost, Southwest Produetion Company will
be very happy to take it and will be satisfied, irrespective of
the fact that they have incurred an run risk in drilling of those

wells, and so we would have no cbjection to this Commission enter-

ing an order which finds the cost of drilling and completing the
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well and says to the non-consenting owners, "You will pay 125 per-
cent plus supervision out of production or pay your cost in cash
within a reasonable period of time from this order." We think
this Commission, if we are tc have orderliy development and protect
the correlative rights of everyone who isg in a unit, must enforce
the statute with the force pooling order.

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 consicdered by the party who is golng
to drill to say who is going to be paid and can be given its con-
slderation right along with any other kind of instrument. This
does not create a problem unless we make one.

That is all I have.

MR, FORTER: Mr., Verity, you made reference to an Okla-
homa order, in fact you read fror. it. Do you know whether or not
that order covers an existing well, one that has already been

drilled®?

MR, VERITY: I am not certain whether that well had beer
drilled or not; I don't believe it had, though, because 1t nade
provision for a bond to pay instead of cash.

MR, PCRTER: In your assoclate practice before the
Oklanhoma Commission, have you ever known them to make allowances

for risk for a well that has already been drilled?

MR, VERITY: Yes, sir, I belleve 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 drilled,
When you do so, they could du one of two things: If it is someone
in the oil industry, they will glive then the alternative of elthen
paying their share of the cost of the well iu cash or they will
require them to give a lease and a2 bond, using a figure which they
will set. If it is someone not in the oil industry, they will
give them three alternatives. Une is the 150 percent and I be-
lieve they do that on wells that have aiready been drilled as
well as one that has not. If you are not in the oll industry,
you can get 150 percent. If you are llke Mr. Anderson, you have
got to pay or give up your interest.

MR. PORTER: Does anyone else have anything to offer

in this case?

MR. MORRIS: Yes, sir, I 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 Section 22, Township 30 North, Range 12 West, I
have an interest that is directly affected by any order entered

by the 01l Conservation Commission in Cases Nos. 2416 and 2446,

"In general, I am in favor of continuing the orders
already entered by the Commission pooling interests in the East
half of Section 22. The provisions of Order No. R-2151 and

Order No. R-2068-A seem to e to be reasonable, and the applica-

P

tion o Southwest Froductlion Company for modification of these
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orders should be denied.

"Specifically, I am oprosed to allowing Southwest Pro-
duction to recover 125% of their drilling costs, or allowing a
25% additional recovery cn account of any risks incurred in drill-

ing the wells invoived here. They placed their own value on this

risk factor when they drilled wit hout any assurance of contribu-
tion from anyone else, and solely on the basis of what they owned
in the way of mineral working 1nterest in the half section. Hav-
ing already drilled their weil, there certainly isn‘t any risk
f or whicn they should ve coipensated at this time, The risks in-
volved in drilling a weii are atv oest, Specurative., cCnce the
well has been driiled, they can oe& deternined, and in this case
the risk assumed turned outv co ve no risk at ali, For this rea-
son the driller cannot be entitled wo any compensation.

"The applicant also u28Ks ior 10¢ oi 7/¢ths of the pro-
Juction from these welils froi. .acepiion of production to deple-
tion for 8upervislon charges.

"Admittedly, ths operuier is entitled to fair price
for hies services, btut a i, chaope for supervislon 18 on 1ts face
Bo excesslve a8 10 be beyond all psason., The original allowance
aade oy the Commissici in its .vuzss o, R~-2151, and 1-2068-A
Was auple for this purpose ard e:0uid ve contlaued in effect,

“In no case should .3z sparator o thaese #ells be al-
lowed %o recover any of ite custu or charges out of tie 1/8th

reyalisy Interest Lhat the lowaisslor, o8 a watter of [o.ley, has
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always reserved to the land owner.

"Since this property 18 being pooled =ugalnst the will
of some of the land-owners ‘n the area, provision should be made
in any order entered by the Commission to insure compensation for
any surface damage occaslioned to the land involved, and the
operator should be prevented fron locating its equipment, tanks,
etc., near residences and outbuildings o the land-owners.

“In the event there 18 : change in the spacing provi-
sions of the Commission in the Flora Vista-Mesaverde Gas Pool
and the Basin-Dakota (Gas rool, provision should be made in the
order of the Commisalon to insure equitable sharing of produc-
tion by those whose lands have been poocled 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,

2

MORRIS: Have you heard the statement that I just
read?

MR, CUFFEY: Yes, sir,

MR, MORRIS: Is that your statement?

MR, CCFFEY: Yes, sir.

MR, SELINGER: I agaln wish to approach the Commission
as a friend, We are not concerned with the four cases irmediately
under consideration. We have no interesat in that at all, but one

of the factors brought out by the Commission's attorney is of dee
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concern to me, as well as the maJority‘6r‘tﬁ!‘ﬁit‘tﬁﬁﬂlt?yt*—ThEtﬁ

was the point that every pooling order issued by this Commission
should specifically indicate by iame uvhe interest and specify
cost of sharing by a speciric amount rather %han the general ac-~
cepted tradition throughout the oil ousiness, 3n the twenty-four
states that have pooling provisions, in which all interests are

pooled without specifically nawing them. Incidentally, Oklahoma'&

well spacing act was :dopted L. 1335 and the Fatierson ve, Stanley

case arose from that, L:mmediately theredaftver. That was the first

pooling provisioa in the oii ouziness, 1n answer U0 a pooling prot

vision by the statute. Thereiore, I wish tc direct ny remarks
solely to that one polint; 2s the necessity for the New liexlco 01l
Conservation Commission of layilng down a ruling or procedure, you
are requiring all those matters which the Comu:isslon's attorney

went into at great length. Ail other factors will be covered by

written statement or probatlily by the New Mexico (il & Gas Assoclayp

tion when it meets.

What that implies, tha. is tne specific naming of in-
terests Ly name, various c¢osts snd amounts and so forth, inplies
that, as a matter of fact, the very question preceding your juris
dictional question, that vefore you can drill, every single in-
terest in a driillng unit uust ve, veyoud aay Jdouwt, Le resolved
to, not only your sabisfacciui: bul to everyvody's sat.sfaetlon,

I doubt whether any drili.ng un.tu estavlished by any state goes

that far, because 1t 18 lmpossivie to have title un eacn and ever

v

y
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tract. In Cklahoma, for example, it goes back to the Indian titl&s.
We have Congressional legisiation -n that froo time to tive.

If what Mr. Morris says, that he thinks the Commission
should do a8 a watter of Jurisdlction, if what he says ig to be
done, then your statute sho.iild v2 like it was written in Nebraska#
what wae written in Utah, and what was written in Wyoming. You
rust have a refusal first, 48 a marter of Jjurisdictlon; but that
is not what your New Mexico statute says where there has been no
agreerent, no specific reason why there 1s not any agreement but
where there is no agreement, Wel., that 1s the way the terminolog
reads in Nevada, Oklahoma, ¥loridz, as well as in this state,

Now, the vast majority of the twenty~-four states re-
quiring pooling use the general lunguage, in the event pooling is
required, they leave it up to the boards and cormissions to de-
termine what their own particular requirenents should be. Two
states have no provision as to pocling; they Jjust say that regu-
latory action shall have the right to pool, and that is all they
say.

Now, in aii of %hls, let us remember that you gentlemen
act as the New Mexico Uil Conservation Commission. Let us not
forget your powers and duties flow from one thing: Conservation,
the drilling and production of oil and gas; that is your prisary
objective; that 1s your sole foundation for all this big setup in

this state. But in other states, if you do not wateh out, you are

going to flange out like the gzreat white father in Washington,
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flange out on side issueg on pcoling in connectlion with well spac
ing. A8 a matter of fact, this :ruvislon, Section €653-14, has to
d¢ with well spacing znd 4rtilling.

So, in all this argurent, let us remember we are only
talking about drilling and roducing wells, 4®e are not talking
about cos8t and things like that. That 18 only something imple-
mental to your authority to estaniish drilling and well spacing
units. That 18 all this pooling zomes up, about, just drilling
and spacing and drilling and producing of wells, That is your
foundatlion.

Now, if we are to track down the title of every minute
interest in the drilling and spacing units, the oil and the gas
will fairly well be drained out from under us. Cur concern 1is
that by the time you get through with all these slde issues,
you will have forgotten your primary Jurisdietion, your primary
duty. You will have done a wrong, not only to the operater, but
also to the o0ll royalty owners because they are golng to be
drained from under before you can shake a stick, if you get in-
volved in too many issues tha: you forget your primary duty of
drilling and producing.

Now, it was pointed out thatv the basis for the necessity
of speciflically wentioning the nanes and the addresses and interes
and the cost and all those minute detalls is formed by one sen-

tence in the statute: 'Such pooling order of the Commission shall

make definite provisions 18 to any ownen or owners, who elects not

Y
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tc pay his proportlionate share .n advance for the pro rata reim-
bursement.” I will tell you how .{ has been sclved in other
stutes; 1 can explalin to ycu why that was put in here, the exact
copying the provision from other states.

Twenty-two years ago we had a matter 1ln Oklahoma whigh
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 it. The 640 acres, unfortunastely, inciuded Boot Hilil at
the City of Garland, located in this 640 acres. It consisted of
about 15 acres and courposed lots of -- in those days, I guess
the fellows were a little taller than we are now. I guess they
were about eight feet iong, six feet deep, and about four feet
wide, and there wag not any procedure, any precedence for pooling
a cemetery and this very question came up when the Commisaion
force pooled., How was it going to force pool 1it? Well, I think
they had 125 burial lots there, everyone of them full. It was
obviocus that we could not go in to specific nases, 80 we estab-
lished, I, myself, established with Oklahoma Commission the pre-
cedence, force pooling all interests in a drilling and spacing
unit, without the necesality of referring to a single owner, a

single specific ownership.

All states, all twenty-four states, requiring pocling
have a2 general provision pooling of all interests, of whatever

kind and nature, as a general paragraph, about five lines long

that is Just pool all interests. In OUklahoma they go one step
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further, they say that those partles who have appeared at the

hearing for the pooling and objezted to one rrovisior or another

would specifically have their rames in 1t, but it was also followed

vy in Tklahona, and Oklahonz 1 the only state outside of New
Mexico up to the present tinie where you nave partiular peorle
coming in and objecting to proposed drilling and where you speci-
fically name them. All the other stitee have general provisions.
They specifically appear at the hearing and make thelr wants heard
their names are mentioned in the particular order, but 1t is also
followed by that general order, general paragraph, force pooling
all interests of whatever kind znd nature. That was put in there
for a purpose, because when an cperator cores to the Commission
and we say we have a lease on this acreage, we allege to you that

to our best knowledge that is our acreage.

If we are wrong, Wwe have u form where we can be taken
into court, over the head of the Distrlct Court, if we have wrongi
fully taken someone else’s oil or wrongfully pald out somebody
else's interest to somebody else who 18 not entitled to 1t; we
have to pay twice, we have tc pa)y through the nose. Iut when you
listen to z2ll the testirony thaltl was brought out this morning and
this afternoon with respect to cost and all of these factors, you
can see how far afield a Commisslion can get fro:. 1ts pricary,
basic jurisdictional function of encouraging drilling of wells,
encouraging establishrment of uniform patterns, if possibple.

For what purpose? For the purpose of permitting those

L
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who zre eager to gpend thelr noney %o drill for oil and gas, to
hurry up and do it in orde- tc prevent drainage. The operator is
sort of a trustee; he 18 accountable to 21l the royalty interests|
he 18 accountavle to all his partrners or working interests, It 18
his obligatlon, when he files = z2pplication, that he wants to get
the well down, 8o that he can prevent drainage from his pool,
That 18 the reason why we need hza=te in permitting those who de-
sire to drill the right to go out and as expeditiously zs possible
drill and get thelr straw down in the co:mon pool, so he can
gtart participating.

Now, the one provision 1 referred to before this as the
entire basis for the recormmendation that your pooling order should
be specific, is the sentence I read there, that is assuming that
there 18 no other basis for prorating the cost of reimbursement,
that is assuming the basis of acreage, but that is not neceasarily
to follow., Some states prorate on the acre feet. Most of all
the state2 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, 1 don't think that
in a specific pooling of a particular drilling and spacing unit,
you need to go in to the sost., Why? Because all the costs are
not at hand. If you could ask any operator ninety days after he

drills a well what will the total cost be, he cannot tell you

bvecause they are not in yet. 1t takes from five to six months

for the operator to get all the costs from it, and the deeper yo
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go, the longer the period of time 18, On one well that cost $900,000

it took us twelve vonths tc get 1ii the wills 1., You cannot tell
what the cogts are,

30, on a pooling and spacing appilceation for force poold
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
not nave to get involved in cost, because the operator tells the
total cost after he gets :11 of the costs In and the partlies get
the total. The operator says this is8 what 1t costs here, as 2
complete cost, Then 1f the working interests and the overriding
interest owners of the drilling and spacing anit have a dispute,
your statute tells you the next step. I says on page 100 of
your big yellow book, it says, "In the event that disputes, rela-
tive to cost -- ', It goes on down here, it tells you what you
can do on a hearing for or »n dispates of costs, I say you are
trying to take two hurdles it one time when obviously ail of the
bills of the well are not in, when obviously you cannot tell what
the interest of each 18 in a recently-completed well, bdecause all
the abstracts have not veen examl:.ad.

Yet, 1if you go down and take the acreage substitute,
the way other states handle it, in two particular hearings, they
pool 1t and say in that pooling order, "This acreage is the calle%
acreage" and when an actual survey 1s made of a1l the interests,

it shall be placed in the record and substituted for the called

acreage, and the Commisslion will use that and/or the Commigsion
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in these other states will work out the interests if al. the in-
terest holiders cannot come to any agreement at a hearing caiied
specifically for that agreement. That is why we recommend 1in
this armended pooling order a provision for subsequent hearings
on cost for pocling; that 1s why we say that it 1s to the best
interests of the industry, which I am sure you gent.emnen have at

heart.

You have said the purpose of poo.iing 1s to prevent the
driiling of unnecessary wells. You have done all those things
rather laboriousiy. With one sweep, you are golng to Jjust undo
ail that by saying, "Wel., we are going to go into these particu-
lar costs, we are going to have to s8it down and determine all
this.” All that time, ail this oil and gas 18 being dralned from
ander that tract and you are certalnly golng to siow down the oiil

and gas in this state.
MR. PORTER: Thank you, Mr, Selinger,

By the way, does that friendshlp extend to Mr. Morris?

MR. SELINGER: In the early Okliahoma City days, Buck
Morris and I always were on the same side.

MR, PCRTER: This sentence, Section 65-3-14, "Each
order shal. describe the lands included in the unit designated
thereby," that each order shal. describe it. If you have a
pool spacing driiiing order in a pool in a particular reservolr

and 1t provides for a maxiuum drainage of so much --

MR. SELINGER: That presents a very interesting questio




DEARNLEY-MEIER REPORTING SERVICE, Inc.

ALBUQUERQUE, N. M,

FARMINGTON, N, M,

PHONE 325.1182

PHONE 243 66191

pPaGE 101

I want to carry y=2 task with me when we first astarted prorating

49

gag in this state 12 Snoutheast New M-xleo, T was one of those
italned,and I 8%11li “hirk o am right; T think you will
agree after so many years tit 7 Yiaive been riyht In my conelusion
that I malintaln that é&rillling 2rnd s»nacing units should follow a
goverumental section, which requires 640 acres,

If you had followed that 540 acres in Southeast New
Mexico and in Northwest HWew Mexic, I1f vou had »rovided for that
instead of the 320 or whatever, 3°:3d followWwed zovernmental sub-
divisions, if you had followed that you would have elliainated
ninety percent of the unorthodox .ocatlons. That is he cause
of the unorthodox .units vcu have “oday.

When you first started, T went vack and sald we have
got to unitize within the governmental sections. Then, Pop! you
went ahead and the “cmmission granted unorthodox units acioss
govarnmental sectlon linee. Thac 18 where all your trouble be-
gan. We would not bLe here in this case today; you would Just
force pool within that 320 acres; you would say only one well to
320 acres shall be drilled znd no more., You would require every-
body 1n that 320 acres to force 00l their interests; you would
have less wells today; you would have less unnecessary wells to-
day thaa youa have had you followed the zovernmental sections
back there.

MR. YORTER: Now, answer iy question.

MR, SELINGZR: This zentence here was taken bodily from

&
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the Cklahoma statute. And I teli you in Oklahoma they fo.low
governmenta. sections. They prohibit more than one wel: to that
section. They do not grant any exceptions., They riglidly en-
force thelr governmental sections.

MR. PORTER: Mr, Selinger, referring back to my ques-
tion where it says, "Each order shal: describe the land designate?
in the unit, 4o you think that applies or means a development
description of a particular governmenta. unit or does 1t apply
to the description of each 320 acres or how?

MR. SELINGER: No, the unit described by the geograph-
l1cal setup that you say is the East half of Section 22 is the
unit for such-and-such a reservoir of produstion of gas. You

would not have to describe sach one of then,

MR. PORTER: You wouid not have to describe each one of
those cexetery lots?

MR, SELINGER: No, sir. The first step is to pool it.
You would set up a satisfactory unit in it. Although, where we
have most of the acreage is not in government sections. My gosh,
you ought to see some of those units. They are nidsummer night
dreans, nightmares. Whatever unit you do describe, it is con-
celvable that you wili take a pgortion of a section of another
government section. You might find that i1t is not connected
with whatever unit you Just set up and established. That is the

unit you pool and that is the description that you put in there.

That is your preliminary unit; that 1s your unit you are force
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pooiing ail the interest in. Ueneral.y, there 18 a plat attached
to each of the units in ail the other states. That is the descrij
tion here, I think.

MR. WALKER: Off the record.

(ofr-the-record discussion heid.)

MR, WHITWORTH: I wi.. be general. I do not want to
flank out on the side issues. Ei Paso does not want to be un-
friendly to anyone. I think that in respect to these four cases,
at least, El Paso 18 a friend to the appllicant. In this case, we
concur with the position that Southwest Production Company has
taken what we think 18 a reasonabvle interpretsation of the con-

pulsory pooiing statute of the state of New Mexico, and we think

that the relief asked by the appiicant in this case shouid be
granted, and that as a policy matter, the Commission's inter-
pretation should be put on the compulsory pooliing statute that

it 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 Se.inger said.

MR. BUELL: May it piease the Commission, I wou.d like
to have permission to make a brief preliminary statement and fol-
ioWw 1t with a suppiemental brief.

As I stated, Fan American has no direct interest in the

four cases of Southwest Production Company. But we do have a

D~

definite and compel.ing interest in the general basic lssues
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| __pool and we had started it based on tnat assumption, and they

&

brought out here by these four cases on whiech the Commisslion's
policies and procedures ma; be bliuding on us, Ihe asin reason
I would like to make a preiiminary stateceni 18 to make sure I
realize the general basic issues that have bDeen rade generally

by the four Southwest cases.

Now, our appearance here vefore the Commission ias Ilmply
to give you the beneflt of what we think 1s fair and we vellieve
is reasonable, not only to 7an American but for all the owners
of interests and oill or gas land operators, no matter how amall
or how big they be. One of the general basic issues that I have
realized 18 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 given a reasonable amount of notice that the well wouild
be drilled. We make this recommendation because we have been in
the position where we thought we nad a complete voluntary agree-
ment for a proration unit and a normal operating agreement, I
have never seen any that provide for other than 200 percent
penalty if any veoluntary parties refuse to pay in cash for his
share of expenses, #We have had it happen to us that one of the

people who had advised us that they were going to voluntarily
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would find they did not have the 1 nanclal reserve such as they
were not in a position tu pay their codis. Iin that kind of event,
they simply pay the penalty. We certainiy want to get away from
the 200 percent penalty provided we are not going to sign a worse

force pool.

Certalnly, in that event, we feel that a penalty pro-
vision is Justified and the Commission should insert one in any
force pooling order, I think the issue has also been orought up
to bring additional or cost related to non-productive risk, where-
as Pan American has expressed to the Commission before that ac-
tual charges make a non-productive risk probaoly one of the most
minor risks that the driller of a well assumes. We feel that
even if 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.

We feel that another area issue that has been brought
up is not a real issue because everyone of us agreed it 1is fair
and reasonable. That is to the effect whether or not a reason-
able effort should have been made by the applicant to voluntarily
form a unit. Pan American would recommend, as a rnatter of poliey
to the Commission, i8 we feel that all reasonable effort should

first be made to voluntarily form a prorated unit. we feel that

it certainly is justifiable for thne Commission at the hearing to

probe and test and satisfy themselves tnat a reasonable effort ha4
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been made und provably fror the standpeint of Pan American, the
most eritizal und tasle lesce whi:h I have recognized is whether
or not the Commiadsicn shall force scol = contending interest, or
tc put 1t 1o more legal language, whether vefore the Commission
it 18 inerim. It 18 oy humvle and candid opinion that, based
upon the force pooling statute of the state of New fexico, that
all force pooling proceedings vefore this Commisslion are inteim

actions.

I think there 18 one sentence in your statute which is
completely controlling. Ihat is the last sentence in the first
paragraph. Actually, that is tlie 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 all or any part of
such lands or interest or bLoth in the spacing or proration unit
as a unit. In my opinion, ‘shall force pool all or any part’
generally completely snows the leglslative attempt to make this
an inteim proceeding before the Commission, and actually, in my
opinion, even if the statute was not 8o clear and so concise, I
cannot help but wonder, as hir. Selinger nas said and other lawyers
have sald, lawyers far more capable than myself, all titles are

subject to the Commnission,

i am sure any ror¢e pooling orders tnat they issue, theJ
are, I know, certainly conviaced that the order they issued is a

necessary order to protect the correiative rights of all the
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people invoived. dJell, I cunnot aclp buf asyk myself 1f the Com-
migslon nas et tnat tesi, hus passed 1u 1o Gneilr own nind, why
a force pooiing order to force the infterests of the parties and
the correlative rights of tne act.uial owWwners literest, however far
down the line he may be.

| The primary purpose, ias L stated, and I hate to repeat
myself, but the purpose of tne Coumission in actions of this na-
ture is sinply to prevent waste aad protect correlative rignts,
and an order of these natures will also protect the correl:iative
rights of a later-proven owner. We, in the industry, certalnly
we operators and certainly ran American feels that any force pools
ing order of the Commission should be definite, should be as
certain as 18 humanly possible for the legal staff of the Com-

mission to prepare.

In closing, we would Bsay agaln the Commission should
conslider a force pooling act interim and issue tnelr orders ac-
cordingly.

MR, PORTER: Does anyone have anything else to say con-

cerning this case?

MR, MURRI5: I will not quit if you go against me.

MR, PURTER: The cCoumaiassion #ii]l ailow until March 15
for any interested parties to {..e a briefl explaining thelr posi-
tion. We will take tne case under advisement and call a recess.

{Recess taken at 3:5U.;

* o # &
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