PAGE 2
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SANTA FE, N. M.
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DEARNLEY-MEIER REPORTING SERVICE, Inc.

ALBUGUERGUE, N. M.

PHONE 243.6691

BEFORE THE
OIL CONSERVATION COMMISSION
Santa Fe, New Mexico
March 20, 1963

REGULAR HEARING

IN THE MATTER OF:

Application of Marathon 0il Company
for a unit agreement, Eddy County,
New Mexico. Applicant, in the
above-styled cause, seeks approval
of the North Indian Basin Unit Area,
comprising 5785 acres, more or less,
of State and Federal Lands in Town-
ships 204 and 21 Scuth, Range 23
East, Eddy County, New Mexico.

Case No. 2779

B o s N 4

BEFCRE:
Elvis A. Utz, Examiner

TRANSCRIPT OF HEARING

MR. UTZ: Case No. 2779.

MR. DURRETT: Application of Marathon 0il Company
for a unlt agreement, Eddy County, New Mexico.

MR, COUCH: Mr. Examiner, I am Terrell Couch from
Houston, Texas. I believe the files of the Commission will
show that Atwood & Malone of Roswell, New Mexico, have entered
their appearance in this case, with the statement that I and
Mr., John H. Bevan, Jr., all of Houston, Texas, are associated

with them and will present the case.

Mr. Bevan will attend f£o the actual presentation of the
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casge.

MR, BEVAN: Mr. Examliner, I would like to make a
brief statement prior to having our witness testify and that
is to the effect that Marathon has flled this application on
behalf of all the working interest owners' opening tracts in
this proposed unit area, and it covers, as stated in the
application, 5,785.059 acres more or less. However, since the
filing of this application, we have been advlised by the
Washington office of the USGS that there was a discrepancy of
.53 acres in one of the sections involved in the unit ares.
If the facts warrant it, we wlill necessicate revision of
various exhibits to this unit agreement.

The lands involved are Federal lands, therefore, they
would not affect the State lands which are as shown here,
1,305.40 acres more or less.

We have advised the Land Commissioner's Office, through
Mr. Ray, the working interest owners and all overriding royalty
owners which we have contacted of this discrepancy.

We have one witness to present testimony.

BILL J, McMICHAEL, a Witness, called by the 0il Conser-
vation Commission, having been first duly sworn, was examined
and testifled as follows:

DIRECT EXAMINATION
BY MR. BEVAN:

) Please stafte your name, address. bv whom you are
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employed, and your position.

A My name is Bill J. McMichael. I am employed by
Marathon 0il Company. My residence is Roswell, New Mexico. I
am an Area Geologist in charge of the Roswell office and work
this geology for the south and eastern two-thirds of the State
of New Mexico, this also includes Eddy County, in the area in
which the North Indian Basin Proposed Unit is located.

] Have you previously testified before the New Mexico

01l Conservation Commission or any of the examiners?

A I have not.
2 Please state your qualifications?
A I received a Bachelor of Science degree from the

University of Texas in 1949. I have been employed as Petroleum
geologist for the past 102 years and have been in Southeastern
New Mexico with Marathon five years in April of this year.

) And you stated you are now an Area Geologist for
Marathon at Roswell, 1s that correct?

A That is correct.

Q And, of course, in that capacity, and in your prior
capacity as geologist in that office, you're generally
acquainted with the geology of the unlt area, are you not?

A I am.

MR. BEVAN: Are his qualifications accepted?

MR. UTZ: Yes, sir, they are.

D

My, NMoMichael I hand-you-a-conformed capy of the
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unit agreement which you previously examined and you have also
seen a unit agreement executed by all of the working interest
owners. Please state whether that is a true conformed copy?

A This 1s a conformed copy.

(Exhibit 1 marked by the reporter.)

O

To your knowledge, has Marathon investigated the
status of the ownership of the lands in the unit area?

A Yes, that is my understanding.

2 Please state what lands are included in the unit area.

A The lands included in the North Indian Basin Unit
are as follows: All in Eddy County, New Mexico, Township 203
South; Range 23 East; Sectlon 30: All, which is a fractional
Section. Townshlp 21 Scuth, Range 23 East; Section 1: All;
Section 2: All; Sectior 3: South half; Section 4: South half;
all of Sections 9, 10, 11 and 12; the north half of Section 15;
and all of Section 16.

Q And those same lands are described on page 2 of the
Unit Agreement, are they not?

A That is correct.

Q Exhibit A to the Unit Agreement is a plat of the
Unit Area. Does this show the Federal and State acreage and
the ownership as to the working interest of the tracts com-
prising the Unit Area?

A Yes, it does.

a) Exhibit B-to the Unit Agreement i85 a schedule showing

®
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the percentage and kind of ownership of all the lands involved

in the Unit Area. Please state whether‘or not, to your knowledge,
21l of these lands included in the Unit Area are listed on the
exhibit and whether the ownership is correctly shown?

A I believe that it is, with the discrepancy that was
previously mentioned.

2 And with the exception, I believe, of certain owner-
ship of overriding royalty interests, which we have recently
been advised of; which has been assigned by Ray Hobbs and wife,
is that correct?

A That is correct, that would be the recent development
change that we were not aware of at the time.

) To your knowledge, we have not been furnished with
copies of those assignments, have we?

A We have not been furnished with assignments.

e And to your knowledge, those assignments have not
been recorded in the Pederal Land 0ffice, have they?

A That is my understanding.

Q State whether or not all of the working interest
owners, lessees of record, shown in Exhibit B, have executed
s Unit Agreement.

A A1l working interest owners have executed an agree-
ment .,

) And those working interest owners, in addition to

LMaprathon Qil Company, would he?

®
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A Sinclair 0il and Gas Company, Philllips Petroleum
Company and Monsanto are the working interests.
¢ Monsanto Chemlcal Company?
A Yes.
4] Please refer to the first signature page of the Unit
Agreement, showing the space executed by Sinclair 011 and Gas
Company. At that space provided for the signature of Sinclair
011 and Gas Company, there is a qualification as to the commit-
ment of Tract No. 4. Will you please state what that qualifi-
cation 18?
A The qualification reads as follows: "Notwithstanding
Pnything above to the contrary, Sinclair 011 and Gas Company
hereby commits, &t this time, only Tracts Nos. 2, 7, and 10
land withholds commitment of Tract No. 4.”

] Can you state the reason for Sinclair's gqualification
of 1ts executlion in this manner?

A Well, perhaps not fully. It 1s ny understanding that
this concerns Federal lease which is held by production on a\
portion of that lease outside the Unit Area and they prefer to
awalt expiration of the primary term before committing this,
which will be a date of June 1.

] In other words, as of the date of June 1, Sinclailr
has agreed to commit, without gqualification, the Tract No. 4.

A I have seen & letter, a copy of a letter, so stating

that they will commit this without reservation, as of June 1,
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G Now, will you state briefly the status of the various
overriding royalty interests as to their commitments of their
respective interests at this date?

A We have ratifications from half or more of the actual
number of people who hold overriding royally interest and a
large portion of this Unlt, approximately o0 per cent, have no
overrides. We have secured ratification of overrides on all
state acreage. 1 have before me a 1list of the latest informa-
tion of those overrides on Federal leases that we have not
heard from or we have new addresses, assignments that have
been made that we have no address for in tTime to send and get
a return, and I can review those If you so desire,.

2 Would you say that we have contacted all overriding
royalty interest owners or are now in the process of contacting
such owners at this time?

A We have sent letters or contacted all overriding
royalty interest owners that were on record at the time we
drew up the unit agreement. We have not heard from some of
these and others have given Iindication that they are waiting
on information to ratify.

o State, if in your knowledge, the State land which
is shown within the proposed unit area on Exhibilit A is common
school land?

A That is correct, that is common school land.
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2 Is there any other benefilclary institution involved?

A Not to my knowledge.

0 What 18 the percentage of State land proposed to be
placed in the Unit Area, as reflected by Exhidbits A and B?

A As reflected by Exhibit A, this will be the total of
1,305.4 acres and that will be 22.5625 indicated percentage;
however, with the revisgion that will raise the State acreage
percentage to 22.56U6 per cent.

Q What was the number of acres you gave for the State
land again?

A 1,305.40. \

o] I hand you a plat showing the various geological data

and a unit area we would like to have designated as Marathon's
Exhibit No. 2. (Exhibit marked.) Will you please state what

this plat, designated Exhibit No. 2, shows?

A This 18 a reflection seismograph map that includes the
North Indian Basin Prospect. These reflectlons are belleved to
give us an indication of the structural attltude of the Devonlan
formations. It is contoured on subsea data and the contour inter-

val is 50 feet. State lands and Federal lands are indicated.
] State lands are indicated by what color?

A State lands are indicated by brown color; the Federal

lands are indicated by yellow; the proposed unit outline is in
blue pencil.

Q The unit area is outlined in blue pencil, 1s that

correct?
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A That is correct.

Q Was this map prepared under your direction and super-
vision?

A It was prepared under my direction, yes.

@ Does the plat show the test well location proposed?

A The test well location is shown in the Southwest of

the Southwest of Sectiorn 10, Township 21 South, Range 23 East.
Tt is designated by double blue circle and labeled "Proposed

Location."

) What is the objective depth proposed in the initial

test?

A The proposed total depth is 10,200 feet.

Q And in your opinion that will adequately test the
Devonian formations in this area?

A Yes, that will give approximately 200 feet of pene-
tration into the Devonian and the best control we have on
wells in this area indicates that permeability will be en-
countered near the top.

Q Is there a probability that on the shallower forma-
tions possibly productive of oil or gas will be encountered?

A Yes, this 1is a possibility, very definitely. How-
ever, I would like to say that at the time the shallower forma-
tions are usually more dependent upon the stratigraphic traps,
or to put it another way, permeability of porosity conditions

in_the formstion.
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in this area, would you say that the data shown by this map
may necessarily be revised by such additional data being
acquired?

A Yes, it has been our experience in other areas--
sometimes happily, sometimes sadly.

] In your opinion, will the unit agreement tend to
promote conservation of oil and gas and promote better utiliza-
tion of reservoir energy in the unit area?

A It 1s my opinion that it would do both of these
things, and that being & unit, in a unit, the operator can
avold duplication and deversity of purpose in maXimum efficient
recovery of the reservoir.

Q Is it your opinion that an area then can be best
developed on a unit basis rather than through uncontrolled
development by the respective operators?

A Yes, it is. This has quite a risk factor involved
even though this is the best information that we can provide
and it is a simple matter of sharing the risk of the wildcat
location.

Q What 1s your estimate of the cost of the dry hole,
such as this proposed initial test?

A Well, I would like for this to be an estimate, but

presuming no trouble, which 1s a rare instance in itself, in

excess of $250,000,00,

aQ Now, as a result of additional drilling or development
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Q Is it your opinion that sharing of costs, such as
proposed under the unit agreement would encourage additional
development than otherwise would have been of the unit area?

A Yes. The proposed location will test out & Devonlan
selsmic anomaly and will erncourage additicnal development in
thls area.

Q State whether it 1is your opinion that the State of
New Mexlco and the beneficiary institution involved will receive
its fair share of the recoverable oll and zas under the lands
included within this uﬁit area, under this unit agreement?

A Very definitely. I tninkrﬁgat they will see explora-
tion by some of the near--some of the recent leases that have
been purchased in the area and there is nothing to indicate
that they would not recelve & falr share as the acreage came
into participating sarea.

) Now, &8 a geologlist, would you say that the unit
agreement would generally promote oil and gas and tend to prevent
the possibility of underground waste?

A I belleve that to be true both in preventing waste
of unitized substances and the fact that perhaps undiscovered
reserves may be left unfound.

Q This is your opinion?

A This is my opinion.

Q Do you have any other statements relative to geology

Lop the unit agreement involved haere?
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A Yes, I would like %to say that this is a multiple pay
ares.. It does have trend subsurface, not proof but relatively
atrong support as to regional geology. The sedimentary section
is quite favorable, and being a multiple pay prospect T have
high hopes for productlion at this location.

Q Now, to your knowledge, has the USG3 given preliminary
approval of the unit agreement and stated that the unit area
is designated as & logical unit area, as proposed?

A Yes, there was expressed in a letter from the USGS
to Mr. Dave Sorenson, our land man at Roswell.

MR. BEVAN: I would like to offer Marathon Exhibits
1 and 2 into evlidence at this time. Exhibit 1 being the unit
agreement for the development operation of the North Indian
Basin Area, dated March 11, 1953, and Exhibit 2 being the plat
showling the geocloglcal data.

MR, UTZ: 4Yithout obJection, Exhibits 1 and 2 will
te entered into the record of this case., Does that conclude
your direct examination?

MR. BEVAN: Yes.

TROSS EXAMINATION
BY MR. UTZ:
Q Mr. McMichael, why was the Northwest quarter of 14 and

the North half of the South half of 15 left out of the unit area?

A Well, we have Triled to come up with a workable unit.
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‘ﬂﬁﬁerul of that;— Ih 6rdérﬂ£8wmaxé the unit more workable, we

have left out that portion that you indicated there. In 15--
let's see, the other way the--

2 Northwest of 14°

A The Northwest of 14. Well, there is a well drilling
in Section 14 which indlcates that there may be a low in that
particular area that comes up ln, that is related to the low
in 13. We feel that thls division on the Devonlan of the Indian
Bagln structure, the working lnterest to the South and the
Yortl Indian Basin Unit to the Northwest, has got to come through
there somewhere. This 1s based on subsurface information, not
the seismic data here.

Q Well, of course, the unit was formed based on this
geismic structure map, was it not?

A Yes, sir, that is correct.

Q So it would appear that the contour you show here to
be a minus 6,000 contour goes well down into Section 15,
particularly the Southwest quarter. I am wondering whether
you attempted to make that a part?

A See, I don't know whether 14, I am sure that 15--
would you repeat that cuestion. I am sorry, I was confused
on the tract.

Q Since the unit is based on and gotten together on

the basis of this structure map, I am wondering whether--and

further, sinee thls minus 5,000.contour goes well down to the . _|
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southwest part of 15--whether you tried to make any attempt
to get that part of the sectlon 1n the unit?

A Could I see that? That was suggested by the USGS. I
believe I need some clarification.

MR, COUCH: I think I ~an give some clarification on
that point. It is, of course, Federal acreage--North half of
the South half of 15 and Northwest quarte» of 1l4~-that you are
referring to, as I understand the inquiry. The USGS office in
Roswell, of course, was consulted in the cutllning of this area
and congidered some of the problems or points that you have
raised. They forwarded it to Washington and the Washington
office, Mr. Pllkington there also asked the same question. I
discussed it with Mr. Pilkington by telephone. It was after
that discussion that he concluded to go ahead and approve
the area as outlined on Marathon's Exhibit 2 as a loglcal area
for the boundéry for the unit. Of course, seismic data, as
the witness has testified, we think it is good, but there are
others who have different ideas as to where some of those |
contours might be. And those things work out to some extent
with the USGS as to the execution and the flxing of the boundary
and they, as I have indicated, have gone on and approved it as
& loglcal area.

Perhaps the witness would have additional geological

information to furnish you >n the questilon, but I 11d want you
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the matter.
MR. UTZ: Than«< you.

ViR. McMICHAEL: In reply to whet My, Coucl nas

Devonlan structure to the nozth,

T s

A Yeg, 1t does.

R

in this unit, 1t could bte so0 unincludszd?

by unit agreement, with tic people in this area glven an

Jpportunity to join the unlt.

to Join or didn't you want them Lo?
A Sinclair, they ildn't want to joln “hat.
MR. UTZ2: Any =% er gquestions?
MR. DURRETT: Yes, sir. I have a guestlon ur
EY MR. DURRETT:

a I am notv exactly syralght on trhis flve-s e it

tnat anit agreement proviies for expansicrn Hv contraction

o

8.0,
1 can~ot come through thers wiih the low s ilsurface sar or on
the sz2ismic map in the arse you n@ve ind.czled, buv reiased

wors o the south leads 2 to belleve thatl hls Iy & ssyparite

(By Mr. Utz) Mr. xcMichael, it is Sprue, ls 1t nov,

oyt
e

-2 aalt area, as circurstances may warrant U in the fatuare’?
2 v

ir. other words, trat aresg, LI U0 shi»ald subsegaently

grove to be productive ani the facts warrani ts uan‘neiyvsion

A It would be pessible Yo uninclude 1L, that is correct,

% Yes, sir, Did 3lnclalr 011 ani Zas Jompany dezllne

e Lo

L aney—that may exist?
& 4
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A .53. It is in regard to Section 1, Township 21,
South Range 23 East. It is something of a speclal nature. The
Lots 1, 2, 3 and 4 cross to the north as usual. However, in
this particular section, there are three other lots--5, 5 and
7--cdlown the east side and that was not taken into consideration
and when we totalled all of the discrepancy in Section 1--

0 At any rate, there will be not more than % acre
difference?

A .53, I believe it 1s exactly.

A Now, one other thing I would 1ike to clear up. I
believe on direct examination when you were testifying as to
the Unit Area, unless I misunderstood, when you were speaking
about Township 204 South, Range 23 East, you stated that
wou.d take all of Section 30?

A That 1s the short section I mentioned at the first
of the testimony that was the fractional section and that
will include the entire 36, however, a fractional section,
not G40 acres.

Q The unit agreement says "Section 3%, Lots 1, 2, 3, 4
and South half, South halif"?

A That is correct.

o) Now, 1is that the description of this acreage? Would
it be described as Section 30 all?

A There would be the same in total. They are both

incorrect




DEARNLEY-MEIER REPORTING SERVICE, Inc.

ALBUDUERQUEi N. M.

PHONE 983-3971

SANTA FE, N, M,

PHONE 325-1182

PHONE 243.6691

PAGE 5 °

¢ Go with me righ® on down to Township 21 Sauth,
vau made the same statsment on Sectlon 2. That would take
in &1l of Section 27

R That is correct.

G And that Section dogs have lots thaet alse rave been
deseribed as Lots 1, 2, © zand 4 and South hall of the Marth half,
South half. Did you follaw me on that? Cheol vour Exhibit 1

tnere, 1f you would plesaa.

N

A The reason I chinose te do that was %o &svold getiing

#

tnts Section 1, the fractional difference hadl already been
brougnt up prior.
° But your unit sgreement, as subntiticd to the Commls-
slon, 1s correct in describlng the acreszga?
A Yes, both are correct.
. The three discrapancies that you have glven ne are
&1ll correct. There are really no discrevancises, just a matter
of terminology?
A Right.
MR, UTZ: You mizght Jjust as well have rad all of the
partlial sections?
4 Yes, 8ir, T shculd have. T arolsgize.
MR, UTZ: &ny otrar qQuestions? Litness way be
excusad,

Any statements? The cliege wlli be totm ander sdvicamant,

L Hearing is ad carned.
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STATE OF NEW MEXICO )
) ss8

COUNTY OF BERNALILLO )

I, ELAINE J. BUCHANAN, Court Reporter, do hereby certify
that the foregoing and attached Transcript of Hearing before
the New Mexico 0il Conservation Commission at Santa Fe, New
Mexico, is a true and correct record to the best of my
knowledge, skill and ability.

IN WITNESS WHEREOF I have affixed my hand and notarial

¢t

N \
seal this'j%) - day of April, 1963.

(;/ 2
TN S,

(r AN Ll e
Notary Public

My Commission Expires:

October 14, 1966.

I do hereby certify that the foregoing Is
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