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In the ‘riatter of:

Continental®s application for approval of -

160 acre unorthodox gas proration unit in

Jalco Gas Pool; W/2 SE/4 and E/2 5%/4 of

19-255~37H, Cases No. (31
632 and 633
Continentall®s application for approval of

160 acre unorthodox gas proration unit in (Consolidated)
Jalco Gas Pool: W/2 W/2 19-25S8-37E.

Continental's application for approval of

160 acre unorthodox gas proration unit in
Eumont Gas Pool: E/2 SW/4 and Lots 11 and

14 of 4-215-36E.

— em aw me e M e R W M e G M G s e W e e e e e

(Notice of Publication read by Mr. Grahan).

MR. KELLAHIN: If the Commission please, Jason Kellahin,
rerresenting Continental 0il Company, we have three cases which are
similar in nature. They are applications for unorthodox drilling
units, unorthodox production units for gas production. 631, 632 and
£33, and I suggest they be consolidated for rurroses of hearing and

!R. JOHN F. RUSSELL: Mr. Russell, Roswell, representing

i
@exas Facific Coal and 0il Comnipany. We would like to object to the
|

bonsideration by the Commission of any testimony on Case 631 or 632

$t this time, for the reason that the rehearing is scheduled for
! .

#omorrow on the proration order. I feel that it is our fosition
hat the order is suspended pending the rehearing. Therefore, any-
hing considered at this time would not be prorer.

|
| |
% MR. KELIAIIN: It is my understanding that the order was not
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suspended and it is competent for the Commission to go ahead as if

the order were in full force and effect until “it. rules on the rehear-

ing. |

. SPURRIER: You»may proceed, Mr., Kellahin,

MR, RUSSELL: My objection has been over-ruled?

!R. SPURRIER: Yes, sir.

Mi. KELLAHIN: T would like to call Mr. Homer Dailey as a
witness.

HOMER DAILEY
having been duly sworn, testifies further as follows:

DIRECT EXAMINATION

By MR. KLLLANIN:
¥ Would you state your nanme, pleasé?
A liomer Dailey.
ii Dy whom are you employed?
A Continental Gil Company.
(¢ What capacity?
A HRegional Engineer.

MR. KELLAHIN: Are the witness's qualifications acceptable
in these three cases?

MR. SPURRIER: They are.
§ Mr. Dailey, have you prerared plats of the proposel unit
in Cyse 361, which covers the west half oé?ﬁoutheast quarter and thd
east half of the southwest quarter Section 19, Township 25 South,
Range 37 Bast, being the Shole's B-19 Well No. 1, in thé Jalco Pool?
A I have.

¢ Do you have that with you?
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(Continental (il Company's Exhibit
1, Case No. 631, Harked for Identi
fication)

T

w ilr. Daiiey, does the plat reveal the ownershipy of the area
involved in this hearing?

A It does.

& Does it shbw the proposed unit reguested by Continental?

A The proposed unit is outlined in red and the well on the unit
is circled in red.

% Will you describe the ownership, please?

A aAround the well?

& around the well, yes, sir.

A In Sgetion 19 the Continental Gil Company has all but the
bast half of the east half; the east half of the northeast guarter
1s owned by the Leonard Gil Company. The east half of the southwest
guarter is owned by H. Ulsen. Both of these two 80 acre tracts have
ras wells on them. The Sholes B-19 No. 1 Well, which is located G60
feet from the south and 1980 feet from the west lines of Section 19|

Township 25 South, Range 37 East, was completed in March of 1941, at

total depth of 2945 feet for an initial potential of twelve millidn
?ubic feet of gas per day. The pay in the well is from 2830 to 2913
.nd is in the Yates Formation. The well, or rather the unit is within
?he linits of the Jalco Gas Pool.
% Is part of that land part of the unit previously ajproved by
the United States Geological Survey, Mr. Dailey?

A That is in Case 6327

& T am referring to the west half of the southwest quarter,

*asn't that approved as a part of a unit?
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A The west half, yes.

« Were the offset orerators contacted in regard to this case?
A Thej were notified that we were having this case.

w In your opinion, Mr. bailey, does that form a reasonable
unit for the production of gas which will effectively protect the
correlative rights of other operators?

A It does.

 Is there any other well on the proposed unit which has been
suggested by Continental (il Cernipany?

A do.

it KELLAHIN: That is all. We ask the introduction in

evidence of the plat, DIxhibit No. 1, in Case 361.

.R. SPURRIER: 1Is there any objection?

M. CAMPBELL: I would like to see it. I have nothing,

‘R. SPURRIER; Without objection it will be admitted.
HR.KELLAHIN: Mr., Dailey, have you prepared a plat showing
the ownership and the well location in Case 632,which covers the
$holes B3-19 No. 1 well?

A I have. .

MR. KELLAHINz The unit to consist of the west halt of the
west half of Section 19, Township 25 South, Range 37 Bast, Lea Count
Yew Mexico, in the Jaleco Pool
A I have.

i, STANLEY: Could we have a copy of the Exhibits put on tl
hoard?

1., KELLAHIN: They are gquite small, I den't believe you cou

gee them. We could put them up.

|
|
)
|
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(Questions by MR. KELLAWIN)
¥ What does the plat reflect that you have prepared?

A T have a plat here which is similar to the one submitted in

is outlined in red and the well on the unit is circled in rede.

(Witness complies)
W what is the lease ownership adjacent to that location?

5

A To the west in Section 24, Township 25 South, Range 36 Hast

18, Township 25 South, Range 37 Zast. To the east of the prorosed

19, Towhship 25 South, Range 37 LEast. To the south of the prorosed

unit is the Continental Sholes B-30 lease,which consists in part of

rherremainder of the northwest quarter of Section 30 is the (lsen-
Vinningham lease.
& Were the ofsett operators notified of this hearing by the

applicant, Mr. Dailey?

fat

7

A They were.
& ias this acreage which is proposed to be included within the

unit been pooled with the approval of the United States Geological

the previous case, in which the proposed unit to consist»of the wesjt

i Would you point it out on the plat up there so they can seef?

o the east half of the cast Ldlf of Section 24. To the north is t}

nnit is the Continental Sholes B-1Y lease, which consists of the wept

half of the east half and the east half of thie west half of Section.

half of the west half of Section 19, Township 25 South, Range 37 Last,

the Corntinental Uil Company has its Sholes A 21 lease, which consists

“lt. Lowe-:loss lease, which consists of the southwest quarter of Section

the northwest quarter of Section 30, Township 23. South, Range 37 Hasét.

Survey?
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A That is correct. OGriginally the 120 acres, the north 120
hcres of this lease for what we termed our Sholes A-19 lease, the s¢uth
#0 acres was a portion of the 5holes B-19 lease. I dent't have the
$xact date when the communitization was made, but we communitized
the 40 acres of the B lease with the 120 acres of the A leas® to make a
160 acre tracte_This was done several years ago, I don't know.the
¢xact date.

()

~%

fias that been operated as a unit for prodJduction purposes lorn

\ nunber of years?

03

A For several years, I don't know just how many.
w uJo you know anything about the conipletion :date of that well?
4 Yes. This well was originally drilled as the Sholes A-19
¥Yo. 1, ard if I remember correctly was originally drilled by the ianlin
¢il Company, predecessor of the Continental (il Corpany. It was

rille:d in 1928 and completed at a total depth of 3,030 feet for

ol

nitial potential of seventy wmillion cubic feet of gas per day. The

Jde

well has been producing since sometime in the early thirties.
iy Is this proposed unit adjacent to the one we discussed in Case

31, Mr. Dailey?

o)

A Tt is.

« Is it immediately contiguous to that proposed unit?
A Tt is.

4 Where, at the south end?

A At the south end.

In your opinion would approval of the prorosed unit result

&

in a reasonable production unit and protect the correlative rights

o’ other operators within the area? E
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A i believe so.

&

What pool was that located in, Mr. Dailey?

A Thét is in the Jalco Gas Fool. ’

w Is there any other yproducing gas well located within the
propose:d ynit?

A No. .

MR. KELLAHIN : That is all.
MR. SPURRIER: Anyone have a question of the witness?
(Questions by Mr. Kellahin:)

w Mr. Dailey, have you gprepared a plat showing the lease ownep-—
ship and loecation of the proposed unit in the Case 633, which coverjs
the Meyer B-4 Wéll, No. 6, in the Bumont Pool?

A I have.

it The 'proposed unit consisting of the east half,southwest quapter
and lots 11 and 14 of Section 4, Township 21,Seuth, Range 36 East?
A T have.

MR. KELLAHIN: We offer in evidence Exhibit No. 2 in Case

6523

R. SPURRIER: Any objections? If not, it will be admittesd.
(Continental Gil Company's Exhibit
No. 3, Case 633, iHarked Ffor
Identification)

i « will .you describe the ownership in regard to the leyer B-i4

well, No. 67

A This plat is prepared very similar to the other two plats, in

thiat the proposed unit is outliined in red and the jroducing well is;
encireled with red. ?
|

ti Yese.
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A The Continental-:leyer 3-4 lease consists of all of Seection
4, with the exception of a strip a quarter of a mile wide along the
west side, whiéh was operated by Gulf. It should be noted that the
section is along the correction line between Townships 20 and 21,
and is approximately a mile and a half long instead of the regular
mile.

To the south of the proposed unit the Continental-Meyer

B-9 lease consists of the east half of the west half of Section 9,
Township 21 South, Range 36 East. The remainder of the west half of
Section 9 being operated by the Gulf Company.

{i Was the offset operator in this case notified?

A They were.

4 Would you give the information on the completion data on the
well involved in this case?

A The Meyer B-4 No. 6 Well was completed in 1936 as an oil welll
from the Grayburg Formation and as a Braden ilead gas well, between jthe
five and one-~half and seven and five-eights inch casing. The seven
and five-eights inch casing was set at 2582, which is through the
salt section and above the Yates. This string of casing was cemented
with 900 sacks of cement. The five and one-half inch casing was set
at 3782 and was cemented with 150 sacks. We believe the gas coning
from this Braden Head is coming from the tueen ilorizon.
4 Do you have a log of the well?
A I hafe a sample log of the well.

(Continental Gil Company's Exhibit No.
4, Case No. 633, larked for ILdenti-
fication)

A The color code on this, the purple, stands for anhydrite; the
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blue for dolomite; the yellow for sand, and the black for shale.

The portions with the ink checks between 2400 and 2550 represent salt.

In addition we have an Exhibit showing the way the well is completeld,

a sketch.
(Continental ¢il Company's Lixhibit No.
5, Case No. 633, iHarked for Identi-
fication)

A The well has been producing gas practically ever since its
cormpletion. At the time it was completed the gas was chiefly used
as drilling fuel on the lease. Since that time it has been used
for gas 1ift purposes on the lease.

@ wWhat is the royalty ownership on the Continental lease?

A Tt is federal acreage.

% What is8 it on the Gulf lease?

A State.

i In ybur opinion will the approval of this proposed unorthodpx
unit result in a reasconable unit and protect the.correlative rights
of other operators?

A It will.

% wWhat pool is this located in?

A Sumont.

it [s there any other producing gas well on the proposed unit?
A There is not. The only other gas well on the lease is the
well Yo. 14, whieh is in Lot 7 of the section.

£ Would the fact that this is a Braden ilead completion compligate

(4
]

the problems in connection with pooling or communitization with oth
tracts, Mr. Dailey, in your opinion?

A Tt would. I believe most of these older wells which are
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b

either Braden Head or duly completed, are going to be a considerabl
rroblem to work out the equities.
MR. KELLAHIN: That is all.
MR. SPURRIER: Are there any questions of the withess?
MR, CAMPBELL: Jack Campbell, Roswell, Yew Mexico. I would
like to ask a few questions on behalf of Gulf (il Coryporation.
(Questions by Mr. Campbell)
« i'irst may I ask you, Mr. Dailey, what zone is this well
. pompleted in?
A e believe it to be conmpleted in the wueen.
% Producing from the QRQueen?
A The gas, yes.
%4 Are you in the Eumont Fool, gas pool?
A Yes,
f'our
joining the proposed unit on the west, does it not?
A That is right.

% In the event any of the wells located there are recoupleted

s gas wells would Continental have any objection to Gulf's seeking
In unorthodox gas proration unit consisting of those four 40 acre
tracts?

A  VWe would not.

& Mr. Dailey, if that were done isn't it true that the result)
so far as the unit pattern is concerned, would confine your two unift

b

to two govermmental quarter sections, without the necessity and the

omplications of a communitization agreement? !

oY

A That is right. E
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MR. CAMPBELL: That is all.

MR. HINKLE: Clarence Hinkle, representing tlumble 0il and

Mr. vailey. a question or twvo.
(Questions by Mr. llinkle)

%4 Mr., bailey, in connection with your testimony concerning
Cases 631 and 632, did you testify as to the location of the wells?

A The footage location?

& No, the location of the wells on those units that you seek
to forr, are there wells at the present time on those units?
A Ch, I see.what you mean. Yes, there is testimony on that.
i, Where is the well located that is on the unit,prorosed unit
A It is in the southwest corner of the unit. However, it is
60 Feet from the edges of the line.

& That would be on the southwest quarter of Section 19, would

it not?

f
Now, where is the well located in connection with the proposed unit

in Case No. 6327

A There is a little question in there as to the exact footage

ﬁocation of that well. according to the surveyor that staked it the
%ell is 330 feet south of the west quarter corner of Section 19, and
330 feet east of the west line.
. Vould that throw it within the southwest quarter of Section
A It would.

4 That means that both of the wells are located,in connection
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A It is 1980 from the west and 660 from the south of the section.

Q. Whieh would throw it in the southwest quarter, of Section 19.

197



‘with these proposed units 631 and 632, on the southwest quarter of
Sectiou 19, does it not?
A That is correct.
% Are you asking for two allowables on those wells?
A ¥Ye are.
) They are both within the standard unit?
4 That is correct.
4 Utherwise the southwest quarter woul.d be the staundard unit,
your two wells on it, and you are asking for two allotments?
A That is correct.
sR, HINKLE: That is all.
‘lR. SPURRIER: Anyone else?
MR, FOSTER: I don't have any questions to ask the witness,
hut I do want to make a statement about the application.
MR, KELLAHIN: I have a few more guestions.
(wuestions by Mr. Kellahin)
{ Mr. Dailey, in connection with the questions asked by lMr.
ilinkle, what would be the situation to the north of these proposed
units, is there an 80 acres which could be comnumnitized with anothe

30 in that area?

A I don®t see just exactly - -

% The north 80 acres of the 19 unit, with approval of this un

ould that remove the necessity for drilling another well?

o

A [ believe so.
. Tsn't it true, Mr. Dailey, that you have two prodnecing gas

¢lls to which you can allocate these 60 acre units without the

e

ecessity of drilling another well?

R

it

e
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A That is right.

‘R, KELLAHIN: That is all. We offer in evidence Exhibits

3, 4, ard 5 in connection with Case 633.

»

MR. SPURRIER: 1Is there any objection? Without objection

If not the witness may be excused.
(Witness excused)

R, FOSTER: Mr. Chairman: I want to state Fhilli]s Petrolpun
Company's pogition regarding the yresent rule in these vatiocus gas
roels, and the interpretation apparently which the Commission jlaces
on those riles. As we read the rule the gas proration unit, standapid
andi non-standard, is defined as land lying wholly within a legal
nuarter section. The only difference between a standar:d and non-
standard unit is in size of the unit. The location is the same.

lule Two requires the unit to be within a legal guarter section., Then

1%

llule Seven—-A contains the further provision saying that after notic
and hearing the Commission may permit the estabhlishmnient of thie unit

other than a legal quarter section. Now, it is with this provision

to the Commission defining a proration unit as coansisting of 160 ackes
prr less or more, located wholly within a legal quarter section. But
opr authority to permit a collateral attack upon that rule which does
establish proration units as consisting of legal guarter sections.

Now, I noticed here in Case 631 that 80 acres of this propesed unit

is located in one quarter section and 80 aeres is located in anotheyp

\

|
|

L
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quarter section. Now, the Conmission has indicated,as I understand
it, that they would probably permit the formation of a unit,part of
the lan:d which would be in one quarter section and part in another
quarter section within the same section, but would not permit the
'formation of such a unit if part of the Iand was 1in one section and
rart in another section. But be that as it nay, we are interested
and we think it is our duty to call the matter to the attention of fthe
Cormissions We don't care which way you writé the rule just so you
will write it so we know what it is. You define a proration unit
one way and turn right around and define it another way. I don't
knpw whether this Commission is regarding the fprovision in the rule
which rermits the establishment of prﬁration units other than legal
quarter sections as exemptions to the rule, or whether they recard
it as the rule itself, but if you, you are treating it apparently ip
these hearings as a part of the prule itself. The provisions are
just simply contradictory. It permits this Commission to just either
crant or withold the establishment of one of these unerthodox units
for no reason at all, and we think the Commission ought to be bound
by a rule one way or the other. Wwe don't care‘how you define it as
long as you define it.

I don't want my statement to he taken here as a direct objection

to the application of Continental, to form these units, insofar as

or within different quarter sections in different sections, But we do

the land may be in different quarter sections within the same sectiIn
.ake the point that the Commission should and that it is now withou&
|

ny jurisdiction to permit a collateral attack to be made on these |

fules° We think you can write a rule and we think you should writela
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to the defined proration unit which would be based on the preventioh

of waste or the confiscation of a producer's property, well, then, jn

position about the matter and later on in this hearing, today or
tomorrow in these other hearings, we proposed to introduce some
testimony and some exhibits which will illustrate our position.
R, CAMPBELL: Before the debate gets started may I make a
statement in Case 633 only?

MR, SPURRIER: Yés, sir. _
- MR. CAMPBELL: -Campbell, for Gulf 0il Corporation. T wish t
%tate that Gulf supports the application of Continental €il Conpany
in Case No. 633. We feel that the rules whieh can bhe accomplished
if this application is granted will be what the Commission had under
taken to do withoutthe cumbersome procedure and the conmplications
that arise out of unnecessary communitization agreements. 1\s a matt
gf fact there isn't very nuch reason for anyone to comnunitize wherd
wells are already drilled, since all the allowable he will get will
be his acreage anyway, and where communitization agreements can be
avoided in a matter of this kind we feel that the Commission, to avo
even greater problems than are facing them, should consider these

aprlications favorably.

M. HINKLE: Mr. Hinkle, representing Humble 0il Refining

b& these cases under consideration, 631, 632 and 633, but it has
| ’

a+reage in the field,at least in the Jalco Bumont Iields, which woul

say so, but you certainly haven't done it in this rule. That is oup

Company. The Humble Company has no acreage that is directly effected

rule properly defining a proration unit. Then if you want an exenptlion

st

0

er

id

d

b% indirectly effected, and the Humble wishes to gzo on record as a
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matter of policy as being oprosed to the granting of any unorthodox
unit outside of the regular quarter sectién. The reason for that is
set forth in the last hearing and we believe that the Conmission

is without jurisdiction to grant any unorthodox unit outside of a
regular guarter section.

MR. SPURRIER: Hr. Kellahin?

MR, KELLAHIN: If the Commission pleasé it is the Continent
interpretation of the rule that there is a provision made for the
aprlication that we have filed here under Rule 6, proviled, however
that'"a gzas proration unit other than a legal quarter section may be
forned after notice and hearing by ‘the Commission." I have great
respect for Judge Foster's ability and his ihterpretation, and I
think it is a serious question to the position; [ think it should

should
Lthe CPder/be changed so that the unit can be forsied for the reasons

into a communitization of each governmental quarter section. Now,
Continental, in its application, has notified all of the offset
operators, There has been no objection voiced here from any of the
qgffset operators, and we’ao not helieve that ény of them would be

Ieft without aéreage with which they could pool or communitize, and

be studied. If our interpretation is not a correct one we think that

Ttdted by Mr. Campbell. The situation is that we have over here wells
that have been producing for nany, many years. They have establishdd

equities which would be very difficult to determine if we were forcad

nl's

tthe Commission sees fit to aprrove the type of unorthodox unit for

*ells,which in my opinion would certainly constitute waste. . -

none of them would be adversely effectédd. In many instances, unlessg

|
}
Which we are applying, it would result in the drilling of unnecessary

|
i

!
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The operators have been Froducing these wells over a period of many
years. As you know we have had a form of pipeline prorationing,
they have alloc#ted acreage to the wells ana produced them on the
basis of the ownership as we have proﬁosed in this hearing. We urge
that the Commission approve these unorthodox units for the benefit
of all concerned.

MR. WOODWARD: If the Commission please, I would like to make
p statement regardiné Amerada.

MR, SPURRIER: Would you give your nane?

“H, WOODWARD: John Woodward, with Amerada. First, with
respect to the collateral attack, [ think the fact that the order
jtself provides for, and I think wisely provides for the granting ol
an exemptions, and that these applications based on that provision
in the order itself relieve it from any possible stigma,that it consti-
tutes a collateral attack on the order itself in as nmuch as the ordTr
exprés#}y“ provides for it.

The second question regarding the Commission's jurisdiction,

¥e note that Section 69-2-10 of the New Mexico Statutes of 1941,
;s amnended, provide as follows: This is the general authority of the
Commission. "Commission is empowered within its duty to prevent thd
waste prohibited by this act and to protect correlative rights to that
éend" - - the Commission is - - "to define and to do whatever is

reasonahbly necessary to carry out the purposes of this act, whether
r not indicated or specified in any section hereof." This section

as we construe it ingeneral terms confirms the primary powers granted

to the Commission by the legislature, namely the prevention of waste

ind protection of correlative rights. It further invests the Commiﬁsion
' i
]

)
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with such unspecified incidental powers that are necessary to the
exercisenof these two primary rowars, for the prevention of waste

and (rotection of correlative rights. he Commission has entered
its orider establishing 160 acre rroration units in the form of the
square in the various pools, with the excertion of the provision

within the Commission's Diseretion. Exceptions to this order may n
be essential to the prevention of waste or protection of correlatiy
rights, but the act doesn't reguire that they be essential. The act

only reguires that orders for exceptions be reasonably necessary in

ted, in our opinion.
[t is within the scope ol the Commission's incidental power td
put out a workable ofder. I think we are all faniliar with the sit
nation here; You have got a great number of cases, wells that werd

drilled many years ago. Wells are expensive, they have been re-con

and the acreage that is going to be attributed to these various wel
for allowable purposes is not going to effect the location of those
wells that are already drilled and producing. Tb a certain extent
this alleccation of acreage here, whether it be in the fornr of a
square or rectangle, is to some extent arbitrary, anl if the range
plong ownership lines perniits or eliminates sore of these

pperational difficulties it doesn't vary the average

carrying out the purposes for which the order was orizinally pronul:

is there, the well is proiducing at these locations, that is conpletf

ot

(]

pleted or dually completed with gas wells in many cases. The locatlion
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weli density in the sections, and it does not prejudice anyone's
drrelative rights or result in waste in any forn. We see no reason
Why it should not be a practical solution to the Commission in this
rlassification.

MR, SPURRIER: Anyone else? If not we will take the cases
finder advisement. I am going to deviate from the docket bhecause we

neglected to put Case: 626 in the docket and we will take it next.

STATE GF NEW MEXICO %

COUNTY OF BERNALILLO )

I HEREBY CERTIFY that the foregoing and attached transcript of
hearing in Cases No. 631, 832 and 633 (Consolidated), before the Gifl
Conservation Commission, State of New :Mexico, at Santa Fe, on Januapy
20, 1954, is a true and correct record of the same to the best of my |
knowledge, skill and ability.

DATED at Albuquerque, New Mexico, thisé@éaz.day of January,

1954.

REFCRTER
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