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In the Matter of:

In the matter of the applicatiom of Phillips
Petroleun Company for approval of a unit agree~
ment for the development of the stipulated San
Juan 31=6 Unit Area embracing 10,049.38 acres
of land, more or less, in Rie Arriba County,
Noew Mexico, as described: NMPM Township 31 N,
Range 6 Wegt, All Sections 27, 28 and 29; All
Sections 31 through 36, incl. - Township 30 N,
Range 6 West, All Sections 1 through 6, incl. -
Township 30 North, Range 7 West, All Section 1,
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IRANSCRIPT (¥ EEARING

BEFORE:

Hone. Bd Mechem, Governor andi Chairman
Hon. R. B, Spurrier, Secretary and Member
¥on. E. S. Walker, Member



B F. BOOD
having benn first duly sworn, testified as follows:
DIRECT EXAMINATION
By ¥B. FYOSTER:
Qe Will you state your name, pleasel?

A. n. F‘ MOdo

P

Vhere do you reside?

A. la.rt-lesville. Oklahoma.

Qe Are you employed dy Phillips Petroleum Company?

Ae I ame

Qe In vhat capacity?

A. San Jusn Divieion Land Man in charge of lands and leases.

Qe As part of your duties, do you have something to do with the
preparation of the unit agreement on the San Juan unit No. Z1=6?

As I have. |

Qe Listed on the docket here as Case No. 4677

A, Yes, sir. |

Qe Mre. Pood, for the record and for the information of the mem-
bers of the Commigsion, I wish you'd just outline the salient features of
this nroposed unit agreement - 31-6.

A+ This was initlated in the early days of unitization and follows
ths township plan. Bach section of land is divided by line running nerth
and south through the center of the section, creating half sectien drilling
blocks of approximately 320 scres each, to and including the base of the

Megsaverde formation. The initial well, or that half section drilling dlock,



it's
if/a producer of unitized substances and paying quentities, establishes

the initisl participating area for that zone.

Qs What is the area of a participating zone?

Ae 220 acres.

Qe Is vhat you refer to as a participating area?

A. Half section drilling bdlock, yes, sir. As the second well is
drilled and completed as a producer in that same zone, that additional
half section is taken into the perticipating area and it is expanded pro-
gressively until the unit is drilled up in that particular zone.

Qs Now is the oil and gas in the participating area divided among
the several owners in the areal

Aes By ownership of the working interest in the particular half
section and likewige, the royalty in that particular drilling block.

Qe In that the acreage in the particiiating area, owned by each,
varies to the total acreage in the area?

Ao NMght. On formations below fhe Megaverde, a well has to be
drilled by mtual agreement. If a discovery of paying quantities is made,
a participating area is established by geologlical inference end the owners
of the working interest and the royeliy owners, owning royalty in that
established participating area will share proportionately in their owner-
ship to the entire participating area.

Qe Now let me as k you this question, Mr. Rood. Under the unit
agreement that we've talked about in tide case, how many wells have the
operators agreed to drill?

A. Two mesaverde wells in addition to the one well already drilled



on the unit area.

Qe Is there one well on the unit eres now?

A, There ;ln. It is the El Paso Natural No. 1 Seymour in Sectiom
6, 30 North, 6 West.

Qe In what formation?

A. Mesaverde. '

Qe As far as the unii agreements, they have agreed to drill two
more wells?

A ‘Yes. sl re

Q. And when are those wells to be drilled?

A. They're to be commenced sixty days after the effective date of
the unit and the second well commenced, which would be the third well, not
more than thirty days after the completion of the first well.

Qe You say sixty days after the effective date of the unit, what
would be the effective date of the unit?

A. Final approval by the Director of the U.S.G.S. in Washington.,

Qe And his approval will follow the approval of the Commission, ig
that correct!?

A. Yes, sir.

Qe And that's just a matter of form?

Ae Yes, sir.

Qs And then, when & you start the next well?

A. Withip thirty days after the completion of this first well that

we will drill.
Qe The first well must be started within sixty days after approval



of the unit sgreement?

A. Yes, sir. |

Qe Are there State lands involved in this unit agreement?

A. TYes, gir. |

Qe As well as Federal lands?

Ae Yes, sir.

Qe Are there any fee lands?

A. No.

Qe No fee lands - just Federal and Sta§01

Ae Yes, sir.

Q. Now after you drill these two initial wells in addition to the
one that's already on the property, what is the proposed plan of operation
for this unit?

A. A unit operator is required to file a plan of development Hr a
specified period of time, giving the locations of the wells that he pro-
poges to drill and the time and order of drilling which has to be approved
by the Commission and the supervisor - the Federal ani the State goveramment.

Qs Now, in other words, in order to protect the State's interest,
the operator's are required to file a development plan that meets with the
approval of this Commission?

A. That is correct.

Qe And meets with the approval of the Land Commissioner as one of
the members of this Commission?

A. Ye.' '11'0
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Qe And suppose the plan proposed, don't meet with the approval
of the Commission - what then?

A. Well, he has the right to require such drilling as he sess
fit. If we think it'g a little improper, why = probabilities are, weld
have a little discussion over it and compromise it in some wey.

Qs Wouldn't do much good for you to do that?

A. Not a great deal. |

Qe In other wrds, the entire plan of the develcpment of this unit
is in the hands of this Commission -~ is that correct?

Ao And the Tederal government. Yes, sir.

®. That's what I man. In other words, they must agree to any

A+ That is correct.

Qe Before that plan for developpemt is put into effect or operation
by the unit operatorsl

Ae Yos, sir. ‘

Qe Now are there any other features that you'd like to call to the
attention of the Commission?

A, Well, the mtter of expanding the participating area on Mesa~
verde and shallower does not provide for any readjustment of well costs
or credit for production received, which greatly simplifies the bookkeep-
ing and by that I meen, that any owner of a half section drilling bloeck
drills that well at his sole cost, risk and expense. If it's a dry hole,
obviously, he des not come into the participating area and stands that

drilling expense.



Qe You have filed with the Commissioner of Public Lands in the
State of New Mexice, your epplication for the approval of this umit,

Lhave you not?

A. Yes, sir.

Qe And you have paid the required filing fees?

A. Ve have. |

Qe Is there anything unusual in this particular unit agreement
as to the general form and plan as ent ertained in the other unit agree-
mnts which have heretofore been presented to this Commission?

As No. Thnis is similar in all respects. |

FOSTER - I believe that's all.

WEITE - You stated that this area would be developed by mufual
comsent, is that right?

ROOD - That's correct.

WHITE - What do you mean by mmtual consent?

ROOD - Well, there is no obligatiom to driil a well below the basge
of the Mesaverde. But it's likely that if some sub-surface information is
developed that would make say, a Dakota test attractive, the larger owner,
naturally, would solicit the other wrking interest owners for support in
drilling that well because, if it's a dry hole, under the plan as prepared,
it would be the - -~ the dry hole cost would be shared by everybody in the
unit area. If it were a producer, then only the holders of lesses within
the established participating area from geological inference, would own
the well. Now, I don't mean to say that that requires 100% agreement to

drill the imitial deep well because the desire for the larger owner might



be such that he would be willing to pay the proportionate cost to some
small leaseholder who didn't want to go along.

WHITE -~ Thern the smell leaseholder cannot be forced to pay, if
he does not want to go along?

ROOD - No, sir. |

VHITE -~ Eave all the leaseholders agreed to thia?

B0OD - We have 100% exscution of the working interest, 100% execu~
tion of the pure royalty interest in this unit.

SPURRIER - Are there any other questions of this witness?

FOSTER - Mr. 2ood, would yom explaln to the Commission here what
the general purposes of these unit agreements are?

VOICE - Thank you. I was just going to aslé that.

ROOD - We believes that it a more economical operation. And under
this particular unit, there a little background. It waes originally proposed
to be included in this area here (pointing to map).

There is production along the southern part of this now thirty-day
€ unit, The working interest owners felt that Phillips Petroleum Company
was saturating the unit area with acreage in the north 16 sections of which
we own 6% of the acreage, and becamse of the discouraging development on
the Rosa unit. So we declded that we still thought enough of our acreage
that if we could agree upon this separate unit, that we would drill and
pay for the required two additional mesaverde exploratory test wells.

It gives teating to the possibiliiies of the San Juan basin in an
orderly manner and it's imminently fair. As I say, we have 100% partici-
pation here and it is quite evident that they all think itls 5 good idea.



SPURRIER - If you prove this acreage productive, which is part of
your plan, I presume?

ROOD - Yes, sir.

SPURRIER ~ Do you think you will be able to find a market for it?

ROOD -~ Oh, we hope so.

SPURRIER -~ Does anyone else have a question of this witness?

WHITE - Is there 2 present market demand for it?

ROOD - Not one that would be desirable. There é,re presently two
purchasers in the area and one has a 50% load factor and has advised us
that they bave ample gas for thelr present requirements.

The other operator is williag to purchase the gas on a life-of-the-
lease basis, 28 I understand it. But that's a little bit out of my depart-
mente That's the Natural Gas Departmemt .

SFURRIER: Any other questions?

FOSTER - If you don't mroceed fo develop this area at this time,
there are other portions of the area that are belng developed, are they
not?

ROOD - Yes, sir.

FOSTER - And it is necessary ani desireble to develop the gas poten-
tial in this particular area in order to maintain a market?

ROOD - It most asmredly is - to protect yourself ffom drainage.

FOSTER - And if you don't proceed under this unit agreement, you're
lieble to loose by vacuum to other areas by drainage, are you not?

ROOD - That'e true, yes sir.

FOSTER - I believe that's all.



SPURRIER - Anyone else? If there are no further questions, the
witness may be excused. |

FOSTER - While the witness is here, I'd like to have him testify
with regard to the other agreement before I put on the geological testi-
mony here.

WHITE - Wouldn't it be simpler to consolidate the two cases?

FOSTER -~ I think we could do that.

WHITE - Let the record show that notice has been read on both of
these c 8es and particularly on Case Noe. 468.

FOSTER - Now, Mr. Rood, returming to San Juan Unit No. 32-4,
appearing on the docket here as Case No. 468, will you explain the salient
features of the proposed unit agreement in that unit?

ROOD - It is identical with the preceedlang unit we talked about
except that the drilling requirement to validate the unit is four wells,
two Mesaverde wells and two Fruitland wells.

This unit represents somewhat of a step out from presently known
producing areas in the Basin in this position. We likewise have 100% par-
ticipetion of the working interest and the pure royalty interest.

FOSTER ~ Are there any State lands in this unit?

ROOD - Nome.

FOSTER ~ No State lands in this wuni¢?

200D - None,

FOSTER - And for that reason, you haven't filed any application for
approval of tnis unit with the State Land Commission, is that true?

FOO0D - We did, at a later date. We didn't originally. We have an



application on file.

FOSTER - But you didn't make any payment of any fees, Ain this case,
did you?

ROOD - We did not. I am waiting now for an opinion as to whether
or not the filing fee is required. If it's required, we'lre — - =

FOSTER ~ You have in your possession at this t ime a check = Jou
are ready to pay to the State Land Commissioner if that is a condition
for approval of this agreement?

ROOD - I do. The regulations are not clear where there ig no State
land involved.

FOSTER - There is no state land involved. This is all Federal

land?

ROOD -~ Ho. There is some fee and patented land.

FOSTER - Fee and patented land?

BOOD - Yes, sire. |

FOSTER - And what percentage of agreement do you have with regard
to this unit?

ROOD = 100%.

FOSTER = On the royalty and on the working interest?

HOOD - Correct.

FOSTER - Everything you've said with respect to the features of
the unit agreement in this case -~ or in the previous case, is applicable
to this case?

R0OD ~ In all respscts, yes.

FOSTER - I'd like to incorporate the witness' testimony on the pre-

vious case as far as the testimony of this case relates to the unit agreements



and I believe that's all.
SPURRIER - Anyone have a question of the witness? If not, the
witness may be excused.
(Vitness excused)

(Five Minute Recess)

FOSTER - If the Commission pleases, I'd like to just make a short
statement here. We are in negotiations now with the Pacific Northwest
Pipeline Company to market this gas and a hearing has been scheduled for
February 16th - -

SPURRIER -~ It isn't out yet, is it?

FOSTER - Well, it was already set fer a hearing and thea it was
recessed for February l6th. We have hopes that we will have a market in
this area and thet's one of the reasons why we are shooting for these unit
agreements so that vhen we have the gas aveilable, we will have a markes.
Therse's no use of our trying to reveal gll the details of our market nego-
tiations here at a public record, but if any member of the Commission would
wish to know these things, we'!d be happy to tell them.

@ L. ENIGEZD
having been first duly sworn, testified as follows:

DLEECT EXAMIRATION
By MR. FOSTER:

Qe Will you state your name, please?

A G. Le Enight.

Qe Where do you reside, Mr. Knight?



A. Bartlesville, Oklahona.

Qe And you're employed by Phillips Petroleum Company?

A. I eme |

Qe In vhat capaclity?

A, Divigion geolozlsf for the Sen Juan Basin.

Qe And you have testified here before the Commission, have you
not?

A. I have.

Qs And stated into the record, your qualificationat

A. I have. ‘

MR. FOSTER - Are the qualifications of this witness acceptable teo
the Commission?

SPURRIER -~ They are.

Qe Mre Knight, I notice upon the board there three maps. I wonder
if you'd just mark those maps, giving them an exhibit number - say 1, 2 and
3

(Mrs Enight marked the maps,"Phillips Petroleum Company Exhibvitse 1,
2 and 3%)

FOSTER: YNow for the record, would you please explain to us what is
on these exhibits marked 1, 2 and 3.

A. Exhibit Hoe 3, the smll scale map of the general San Juan area
showg the various units which have been approved and which, in the future,
way be asked for approvale Those that have been approved are ocutlined ia
green. Those future units that are proposed are outlined in red. The two

units for which we are asking approval at this hearing are colored red or



this mgp. That gives the location of the verious units with respect to
each other and the position in the San Juan Bagin area of New Mexico.

Qe Your explanation follows the legend on the ngpi

A. It does. |

Qe IExhibit No. 1 is a larger scale plat showing the outline of
the proposed San Juan Unlit 31-6. On that map, the Federal lands are
gshown in yellow - the State lands are shown in orangs. That area corres-
ponds to the area 31-6 on the key map.

Qe How many acres in the area referred to there?

A. The total acreage in this sres is 10,049.38.

Qe And how is it divided between State and Federal lands?

A. TPederal lands 81.84% - State lands 18,16%. Phillips Exhibit
Hoe 3, is a plat showing the proposed unit 32-4. On this plat, the Federal
lands are shown in yellow and the fee and patented lands are shown in
blue.

Qe What is the acreage area of that unit¢?

A. The total acreage of this unit is 17,111.44 acres ¢f which
94.71% is Pederal lend, 5.29% fee and patented land. This plat corres-
vonds to the area designated as 32-4 on the small-gcale map.

Q. Now, you are familiar with the unit agreements in these two
cases, aren't you?

A. TYes, sir.

Qe In your opinion, do you believe that the unit agreements will
tend to promote the conservation of oil or gas and the better utilization

of reservoir energy!?

=] 4o



Ae I do.

Qe Is it your opinion that under these unit agreements the opera-
tions proposed, the State will receive its fair share of the oil or gas
on this land?

A. Such is my opinion.

Qe Are you of the opinion that the agreements in other respects
are for the best interests of the State?

A. I think they are.

Qe Now, I'm not going to ask you to give sll of your reasons as
to why you think so, but if the Comkissien has any questions I know you'll
be glad to answer them. Thatls all.

SPURRIER -~ Are there any questions of this witness?! If not, the
witness may be excused.

(Witness excused)

SPURRIER - Are there any further comments in this case?

JOSTER - I would like to subait in evidence our oxhibi’és Ro. 1,

2 and 3.
SPURRIER -~ If the re are no objections, these will be admitted in

evidence. We will take the case under advisement and proceed to case

469.



STATE OF NEW MEXICO )
COUNTY OF 108 AI-LMOS;

I HEREBY CERTIFY that the foregoing and attached transcript
of hearing on Cases 467 and 468, before the 0il Conservation Com-
mission, State of New Mexico, at Santa Fe, on January 15, 1953, is
a tme and correct record of the sams to the best of my knowledge,
gkill and ability.

DATED at Los Alamos, New Mexico, this 16th dgy of January,

1953,
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